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CURRENT AUDITING PROBLEMS* 


GrorGE D. BAILEY 
Touche, Niven, Bailey & Smart 


ing me this subject, asked that I 

deal primarily with phases of it that 
would be of interest to teachers of account- 
ing and to the teaching profession. This is 
not easy for a practicing accountant, such 
as myself, to do. I have long since out- 
grown that phase where I thought I could 
correct the teachers on how to teach ac- 
counting or on what accounting to teach. 
And this would be even more difficult with 
auditing, a division of accounting which is 
based greatly on adapting methods and 
procedures to each separate case. It is, 
therefore, with a full realization of my lim- 
itations that I try to put myself in your 
place as teachers, to determine my points 
of emphasis and comply with the com- 
mittee’s request. 


Vix PROGRAM COMMITTEE, in assign- 


MUCH NEW LITERATURE 


In the first place, the last few years have 
produced a great deal of literature on the 
subject of auditing—literature that is 
much more specific than the generaliza- 
tions of the period before the war. The 
Committee on Auditing Procedure of the 
American Institute has done a great deal. 
Especially has it contributed by its State- 
ment of Auditing Standards, and its clari- 
fication of the difference between stand- 
ards and procedures. This was covered 


* This paper was presented at the annual meeting of 
the American Accounting Association, Ann Arbor, on 
September 8, 1949. 


very ably last year at your meeting by 
Carmen Blough and needs no amplifica- 
tion or repetition by me this year. In addi- 
tion, the various case studies released by 
that Committee have contributed tre- 
mendously to auditing literature. I know 
the teachers have found those studies very 
useful. The only comment I have to make 
is to warn you against treating these in- 
dividual personalized presentations as con- 
trolling. Auditing will not be benefited by 
freezing the various practices therein sug- 
gested as either minimum or maximum. 
There is a real danger of this, too. You 
have all seen, particularly in the opera- 
tion of government, how illustrative prac- 
tices soon become required practices. 

In addition to the publications released 
by the Committee on Auditing Procedure, 
there have been some opinions released by 
the Securities and Exchange Commission 
on auditing practices which provide other 
case studies in auditing. There have been 
many articles on auditing. And lastly, the 
textbooks, or handbooks, on auditing 
seem to me to have been vastly improved 
over those of prewar years, probably as a 
result of the increased data available. 

All of those are available to you as 
teachers. Presumably, even probably, 
they are better known to you than to me, 
so I am not going to review any of this 
literature. Instead, I will try to deal 
broadly with the implications of some of 
the present-day philosophy and proce- 


| 
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dures in auditing as they have emerged 
from the literature of the past few years, 
as well as with some specific problems. 


AUDITING SMALL BUSINESS 


At the start, let us recognize that the 
problems of auditing take place to a very 
large extent in the field of the medium- 
sized and large companies. Most of the 
discussion of auditing deals with that area. 
There is, however, a definitely increasing 
amount of auditing in the area which must 
be classed as small business and perhaps 
as small auditing practice—the field, let 
us say, that is served by an auditor prac- 
ticing alone or with perhaps one or two 
assistants. An increasing number of ac- 
countants are in practice at this level, 
and the increase in this practice is taking 
place quite noticeably in the small com- 
munities—cities of twenty-five thousand, 
twenty thousand, ten thousand, and less. 
The auditors in this field are, by and large, 
competent people, are certified public ac- 
countants, and have adequate training for 
their work. They are, however, dealing 
with business clients that they know in- 
timately, where the bookkeeping is largely 
directed by them, and where the state- 
ments are to a large extent prepared by 
them. In giving their approval to financial 
statements as they do for a great many 
companies, they are doing so honestly and 
conscientiously and, by and large, within 
the immediate needs of that service. 

The usual discussions on auditing which 
deal with arbitrary rules for the determi- 
nation of independence, which presuppose 
a mass of data, which permit test examina- 
tions, and which to a certain extent pre- 
suppose various internal controls, do not 
have top importance in this field. I do not 
mean to imply that there are two stand- 
ards of auditing practice—one for the 
large practice and one for the small. After 
all, the basic standards are, first, that of 
knowledge based on study and checking 
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of the individual business, and, second, 
true independence of thought and action, 
Both of these can exist just as well in the 
small practice as in the large. But when we 
talk about the new philosophies of auditing 
we must recognize that the auditing of 
small companies is still dependent upon 
check rather than test, upon examination, 
and upon knowledge, and that the changes 
which are taking place or have been taking 
place over the last generation are not par- 
ticularly changes of good practice in this 
field of small business. 

The profession has not by any means 
entirely solved the problems which it has 
in the differentiation between the fore. 
going type of small business and the larger 
business. It has, however, made real prog- 
ress in its insistence upon the same high 
standards for both classes. First, it is in- 
sisting that the individual dignity of the 
auditor is just as important in this field of 
business as in that of large engagements, 
He has the same responsibility to make his 
opinion quite clear; he has the same re- 
sponsibility to get satisfaction as the re- 
sult of his work; and he has the same re- 


sponsibility to cover all significant phases. | 


He can do no less than keep that individual 
personal dignity which is his right and 
which makes him just as much a high pr- 
fessional accountant as his brother witha 
large practice. That is why the profession 
is insisting that everyone, large and small, 
clearly bring out in the auditor’s report a 
conclusion as to whether or not the exami- 
nation has been sufficient for the auditor 
to approve the financial statements in 
accordance with generally accepted ac- 
counting principles; is insisting that a re- 
cital of procedures which comes to no 
conclusion as to their adequacy is not pro- 
fessional for a small practice or for a large 
one; and that the way to lose dignity is to 
have an inadequate examination cloaked 
in enough words to leave an impression of 
an adequate examination. I think all thisis 
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important to the universities and colleges 
because a larger percentage of the men 
who go into public accounting after uni- 
versity training are likely to go into small 


communities and individual practice. 
Those men need to believe in their own 
importance to our social structure and to 
realize their responsibility as members of 
the profession. They need to know pretty 
clearly the difficulties of serving at the 
same time as, let us say, part-time con- 
trolless and as auditors. They need to 
appreciate the greater necessity for ex- 
tensive checking rather than testing. They 
need to know also that procedures that are 
mandatory, such as confirmation of receiv- 
ables, are mandatory for the small as well 
as the large, if a clear report is to be given. 
On the other hand, it may be that failure 
to observe the inventory-taking and to test 
the quantities, while a departure from 
normal practice that requires disclosure, 
may at the same time have less effect on 
the validity of the opinion than would be 
true in larger businesses, because of the 
possibility of obtaining adequate satisfac- 
tion through continuous personal contacts. 
But by this I do not mean that it is proper 
to issue reports without a satisfactory 
knowledge of the inventory, for the small 
practitioner any more than for the large. 

The special problems of the practitioner 
in these small fields may require special 
attention in the academic education of men 
who expect to be professional auditors. 

So much for that field. From now on my 
remarks will be directed largely to the 
fields of the medium and large business, 
wherein the relation of the certified public 
accountant to the public is the sharpest. 


LEG WORK TO HEAD WORK 


I occasionally describe the trend that 
has been taking place in auditing as a 
moving forward from leg work to head 
work, from mass checking to careful anal- 
ysis, from concentrated verification at a 
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time to interim study. In part, this is pos- 
sible because the junior auditor, trained in 
the colleges, can contribute almost at once 
to the head work. In part, it is required 
because the salaries of even new juniors 
do not permit time to be spent on profitless 
mass checking. Fortunately, the two have 
gone along together, perhaps one is the 
result of the other. 


INTERNAL CONTROLS 


The change is based primarily on an 
adequate knowledge of the way the com- 
pany does business and keeps its records. 
Thus, we have the emphasis on the com- 
pany’s own internal controls, its checks 
and balances, its chart of organization. 
We are putting more emphasis on the de- 
velopment of proper systems for a com- 
pany so that the record-keeping and re- 
cording may be self-checking and self- 
proving. That, it seems to me, means a 
more detailed knowledge of how business 
is done, of the fundamentals of internal 
control, of the principle of division of 
duties. That suggests a substantial amount 
of case studies in how business does pro- 
vide these checks and controls. Of course, 
the bulk of the knowledge that an auditor 
must have in this field can come only from 
practical experience, but much of the 
groundwork can be laid in academic educa- 
tion. 


PROGRAMS 


Once the company’s system of controls 
and recording is well understood, with its 
strengths and its weaknesses, the program 
of the audit can be laid out. The present 
philosophy of auditing requires a carefully 
prepared, well-planned program of audit. 
I think one of the good things that has 
happened in the last several years is the 
increased emphasis on over-all advance 
planning and direction of effort to weak 
points or possible weak points thought out 
in advance. A specific audit program for a 
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specific situation based upon study of 
specific conditions permits the applica- 
tion in any auditing organization of high- 
level talents to the programming. Again, 
the bulk of the training for this advance 
programming must come as a result of 
practical experience. But in some impor- 
tant areas the techniques of over-all plan- 
ning can be dealt with as part of the basic 
training. 


SAMPLING 


There are some techniques which offer 
special opportunities for academic study. 
For instance, the matter of testing, both 
from the standpoint of proving the system 
in operation and of actually verifying 
items, is a rather new field. Testing, it is 
now understood, must be done with some 
knowledge of the science of testing and 
sampling and a full realization that in- 
vestigation is necessary of all important 
differing groups rather than a mass check 
of one, though perhaps the most impor- 
tant, phase. 

This matter of scientific sampling is im- 
portant in consideration of accounts re- 
ceivable confirmations, inventory investi- 
gations, and accounts payable examina- 
tions. It is important also in approving the 
policies with respect to fixed assets. 


SATISFACTION 


The procedures of testing and sampling 
lead to the problem of satisfaction. The 
auditor needs to be satisfied with the 
results of his studies and tests. What it 
takes to satisfy an auditor is almost en- 
tirely an individual matter. The conscien- 
tious auditor is always trying to do a little 
better examination each year than he did 
the year before, and often that takes the 
form of doing more of the same thing. 
Theoretically, at least, it ought to take a 
little less of the same thing each year in 
some fields. But there are certain funda- 
mental concepts of being satisfied that 


The Accounting Review 


could be investigated and portrayed. Up. 
on analysis, it is apparent that satisfaction 
is not a purely individual matter. It must 
be the kind of a satisfaction that others in 
the profession would require. It is a satis- 
faction that must be founded on informa. 
tion rather than on a general belief. A 
thorough understanding of the difference 
between the subjective and the objective 
on this point is a helpful and necessary 
thing for an auditor, and I think there can 
properly be some study of this as part of 
an auditor’s basic education. 


WRITING 


I find for myself that it is helpful to 
write out the essentials of my investigation, 
the facts which have been developed, and 
the conclusions which I draw from those 
facts, in order that I may marshal logically 
and rather completely the facts upon 
which my satisfaction and my judgment 
are based, to permit an analysis as to 
whether such facts are adequate, and, in 
retrospect with the greater knowledge of 
the problem that has come from that 
study, to challenge whether the study has 
been adequate. It is a commonplace to be 
critical of college graduates because of 
their inability to write either legibly or 
logically. I think that criticism extends to 
a great many people long after they get 
out of college. The way to be able to write 
is to have practice in writing. If it is possi- 
ble in the colleges to find more specific 
problems to be developed in writing ana- 
lytically and logically, there will be much 
benefit. Certainly as accountants graduate 
from college and start on their practical 
work practice in this area is essential. 
Therefore, this matter of writing out anal- 
yses and summaries should receive all 
the attention it can get in the colleges. 


TIMING 


I don’t think the profession has paid 
quite as much attention to the timing of 
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its work as it could. We jump from com- 
plete year-end verification to verification 
of the system and to test-verification of 
assets at different periods of the year than 
at the close. To some extent there has been 
a reluctance to move the test verifications 
back very far from the year-end because 
that meant that we were not test-verifying 
the assets at the year-end. This was par- 
ticularly true of accounts receivable and 
inventories. 

The propriety of the timing depends on 
agood many factors. Occasionally the veri- 
fication feature may be important, but 
ordinarily other factors can have more 
bearing. For instance, is there a substantial 
shift in the character of the item being 
proved between the date of the test verifi- 
cation and the balance sheet date? How 
accurate and how reliable is the accounting 
for interim transactions? How accurate 
and how reliable is the proof of the cutoff 
at the end of the year as to cash, inven- 
tories, accounts payable, etc.? Particularly 
is the timing problem a little difficult with 
respect to inventories. The time elapsing 
between the inventory date and the bal- 
ance sheet date has to be considered from 
the standpoint of the possible error that 
can creep in. Good cost accounting systems 
have been known to go “haywire” in some 
given period without any apparent reason. 
Then, too, the shift of emphasis from the 
balance sheet to the income account ren- 
ders possible errors in the inventory more 
important from the effect on income than 
on the balance sheet. The rapid turnover 
of large volume is often a breeding place 
for error. Secondly, the conservative factor 
so often deliberately carried into the inter- 
im costing accumulates to affect the year- 
end profit showing. On the other hand, 
the selection of a low inventory point 
gives a much better proof of inventory 
accuracy than the inventory-taking at a 
high point, and in the midst of production. 
This matter of timing needs more study 
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than it has had, and perhaps there can be 
more consideration of it than there has 
been in the theoretical discussions in the 
colleges. 


MANDATORY PROCEDURES 


So much for philosophy. There are a 
number of specific problems that are 
worthy of consideration and properly with- 
in my instructions from the committee— 
for instance, mandatory procedures. 

I use this term to cover those auditing 
instructions, included within the well- 
known Extensions to Auditing Procedures, 
when some procedures were specified as so 
important that their application was not 
to be left to the judgment of the auditor. 
I use the term “mandatory” with particu- 
lar meaning because these Extensions were 
voted by the Annual Meeting of the Insti- 
tute and their authority rests, not on the 
prestige of the committee, or widespread 
acceptance by the profession, but on spe- 
cific legislation. In this, the Extensions are 
almost unique. The procedures, of course, 
are those of confirmation of receivables 
and observation of inventories. 

A little history may be useful. Prior to 
this bulletin, use of such procedures was 
within the judgment of the auditor. He 
carried them out as he saw fit, perhaps 
in the interest of complete coverage 
rather than because of necessity. There was 
not, however, any implication of necessity 
unless satisfaction with the particular group 
of assets was not being obtained in the 
examination of the records. That philos- 
ophy failed so spectacularly as to cause it 
to be scrapped, and what we had, instead, 
was a requirement that in these two fields 
confirmation by direct contact was neces- 
sary, even though the auditor was reason- 
ably satisfied as to accuracy without it. 
The only exception was to be in those 
cases where it was not practical or reason- 
able to do so (meaning both practical and 
reasonable). Anything else required an ex- 
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ception to standard procedures. This was 
not a surface requirement for a couple of 
items; it was a fundamental change to 
require the use of outside sources of infor- 
mation as to validity (outside the records) 
to give information as to the authenticity 
of the records. 

Then came the implementing of this 
rule. There was added the necessity that 
the decision that such procedures were not 
practicable be exposed to the public. This, 
of course, was not needed as an exception, 
for it was no exception. Its propriety 
rested on the importance of the decision— 
for the importance was so great that the 
development of criteria should be done in 
public. Then came the bulletins accepting 
practicability in the cases of large masses 
of accounts, such as department stores and 
utilities, but permitting small percentages 
of confirmation. Then came the applica- 
tions of the theories in wartime, when the 
government agencies would not reply to 
confirmation requests or permit plant shut- 
downs for inventory. Strangely enough it 
was only at this time that statements 
about practicability began to appear, and 
such disclosure is occasionally found to- 
day. 


ACCOUNTS RECEIVABLE 


The small number of such disclosures 
on accounts receivable raises an interesting 
question. Is it understood and agreed that 
such disclosure is required whether or not 
there is satisfaction by other means? Or is 
it that there are differences of opinion on 
what constitutes confirmation? Or is it 
that there are almost no cases where some 
confirmation is not possible? 

Let us consider some basic positions. In 
the first place, it is not a confirmation 
procedure to send out requests when it is 
known in advance that such requests will 
be disregarded. Second, confirmation is not 
limited to positive or negative mailed re- 
quests; it can include any method whereby 
the auditor gets information from the cus- 


tomer direct to himself. It is not directed 
primarily to a verification of the exact 
amount, but to the validity of the account, 
There is no bar to finding out how a cus. 
tomer keeps his records so that request 
can be specially prepared or specially ad- 
dressed to the proper location. Third, there 
are some cases where confirmation is im- 
practical and unreasonable because of the 
very nature of the customer, the small 
amount per account, the lack of periodic 
statements, the dealing with an agent or 
driver, and the very large number of loca- 
tions. In some such cases the work in- 
volved in preparing statements, the loca- 
tions that must be covered, the failure to 
get independent replies, all suggest the 
impracticability and unreasonableness of 
trying to confirm. 

Now I suspect there are more cases 
where it is not practicable to confirm than 
show up in the auditor’s certificate and 
that, while the necessity for confirmation 
is accepted, there has not been the same 
acceptance of the necessity of disclosure 
where other procedures, or the nature of 
the accounts, gave adequate satisfaction. 
Perhaps this should be cleared up and the 
policy re-examined. It may well be that 
the need for such a special statement for 
only one area has disappeared, and that 
the general statement in the certificate 
is adequate. 

At any rate, failure to confirm is within 
standard procedures, even in such cases, 
only when the auditor has satisfied him- 
self by other means about the accounts. 
And this means, I take it, other means 
than he would have used if he had con- 
firmed. Now, bearing in mind that the 
fundamental reason for confirmation is to 
go outside the ordinary records, “other 
means” must require investigation outside 
of the usual accounts receivable records. 
Mere checking subsequent credits in the 
ledger would not appear to comply. Such 
evidence of payment has been found to be 
misleading. But studies of correspondence 
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files, of shipping records, signed orders, 
etc., or control over incoming receipts to 
pick up the checks themselves, might well 
qualify. In other cases, such as clubs, the 
evidence of signed slips and of posting 
members who are delinquent give conclu- 
sive evidence of reliability. 

There seems to be difference of opinion, 
also, as to the necessity of an exception in 
the auditor’s certificate where confirma- 
tion was not obtained. Clearly, if it was not 
practicable but satisfaction was obtained 
by other means, no exception would be 
necessary. If, however, confirmation was 
practicable, but not done, but satisfaction 
was obtained by other means, there is a 
failure to follow the mandatory procedures, 
and perhaps exception should be taken. 
It does seem silly to take exception when 
the auditor is satisfied, but that may be 
exactly what the rule implies, certainly 
the auditor must be pretty sure of his ad- 
ditional procedures, for he does increase 
his responsibility. 

How about those cases where confirma- 
tion was omitted by request, and no addi- 
tional procedures undertaken where it was 
practicable and reasonable? Here the 
failure to take an exception to his opinion 
would be a great assumption of risk by the 
auditor. 

And, finally, does such a departure from 
the rule negative an opinion? Is the lack 
of knowledge so great as to give no grounds 
for belief in an item so important that its 
uncertainty damns the whole statement? 
It seems to me that depends on the char- 
acteristics of each case and the potentiali- 
ties for significant error. 

We have had a great deal of practice 
since the extensions were approved, and 
we might well consider criteria in some of 
the areas mentioned. 


INVENTORIES 


There have recently been a number of 
cases where companies have not taken the 
customary physical inventories within the 
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annual fiscal period. This ostensibly has 
been due to the pressure of customers’ de- 
mands and sometimes to the effect of union 
activities, either because of strikes, on the 
one hand, or the desire not to be out of 
work, on the other. There have been 
enough of these cases to direct attention 
to the necessity for annual inventories and 
the effect thereof upon the auditor’s work. 
It is easy enough to be satisfied that a book 
inventory is conservatively stated; it is by 
no means as easy to determine that it is 
reasonably stated. And, of course, the need 
is for a reasonable statement of inventory 
because of the effect on the income state- 
ment. It seems to be obvious that only in 
the most unusual conditions can the audi- 
tor give complete approval to financial 
statements where inventories have not 
been taken. Even there the risk is high. 

This risk is reduced, of course, by alter- 
nate procedures. Sometimes enough inven- 
tories can be taken on the fringe of the 
main operations to give rather substantial 
coverage. Sometimes tests can be made 
from planning department and material 
control records. Sometimes control records 
by quantities can be priced as to major 
items. On the other hand, we can hardly 
say that it would be practicable to ob- 
serve inventory quantity determinations 
when no inventories were taken. 

We need to have some study as to the 
kind of alternative procedures that are 
useful as a substitute for observation of 
physical inventory-taking, and this re- 
quires a knowledge of the way business is 
done in different industries. Some case 
studies of satisfactory alternative pro- 
cedures might be a useful part of a college 
course in auditing. 


EXTENT OF RESPONSIBILITY 


There seems to be a tendency in some 
quarters to attempt to extend the account- 
ant’s responsibility into areas where he has 
no informed knowledge nor any worth- 
while opinion. The accountant has not 
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been a valuer, and this point has been 
thoroughly recognized with respect to such 
tangible items as plants and with respect 
to such intangible items as patents and 
good will. In somewhat the same general 
area, there are some reserves for future 
losses on which any correct determination 
is impossible and on which only directors 
and management can be said to have an 
infarmed opinion. It seems to me that I 
detect a growing belief that the auditor 
now has powers beyond those which have 
been considered to be in his field. Perhaps 
we should emphasize the proper limits of 
the accountant’s opinion. The extent of 
the auditor’s field is basic to the whole ap- 
proach of the theory of auditing and de- 
serves emphasis in college and university 
courses. 


DISCLOSURE 


The profession is not satisfied that it has 
reached proper standards of disclosure. At 
the present time, the desires of the public 
for more information clash with the desires 
of management to disclose no information 
that will be competitively harmful or, by 
increasing the problems of management, 
be harmful to the owners of the business. 
There is doubt, also, as to how useful some 
additional information really will be. 
Would it raise more questions than it an- 
swers? Is it or is it not better to give the 
essential data in an all-purpose statement 
and to expect more detailed specific pur- 
pose data to be given only to those who 
really need such specific purpose data? 
Perhaps the teachers can contribute to the 
development of this problem and its solu- 
tion. 
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CONCLUSION 


You will note that I avoided many cy. 
rent professional auditing problems. There 
are quite a number of these that are inter. 
esting which may be mentioned even 
though I have elected not to discuss them, 
Some of them are: 

Should accounts payable be confirmed by 
correspondence as a mandatory require- 
ment? 

When does an exception to scope require an 
exception to the accountant’s opinion, and 
what are the criteria by which an accountant 
can determine when qualifications negative 
an opinion? 

Is it proper for an accountant to give his ap- 
proval to a balance sheet alone without any 
showing of operations? 

What about subsequent events, after the close 
of the year, that had no effect upon the 
year-end figures as such, but do affect con- 
sideration of the financial position? 

What about long-term leases? 


Those are all interesting but not necessary 
to this present discussion. 

The teaching of accounting and auditing 
has come a very long way since I studied 
the two subjects in a course in commerce 
in my university days. In my own case, 
there is a span of forty years of contact 
with the teaching of accounting. I think 
the teaching has more than kept pace with 
the development of the profession, and it 
has contributed immeasurably to the suc- 
cess of the profession. The development of 
the collegiate courses in accounting and 
auditing is not in the hands of the practical 
practicing accountants, but properly it is 
dependent upon the wisdom of the pro- 
fessional educators. In my opinion, the 
profession can have complete confidence 
that the teaching of accounting will keep 
pace with the needs of the profession. 
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THE 1948 STATEMENT OF CONCEPTS 
AND STANDARDS 


PERRY MASON 
University of California at Berkeley 


the American Accounting Associa- 

tion to prepare a systematic state- 
ment of accounting concepts and standards 
deserves much praise and those who are 
responsible for the drafting of the material 
should feel that it has-made a real contri- 
bution. Most of the propositions can be 
accepted as valid and as contributing to- 
ward more effective corporate financial 
statements. The organization »f the ma- 
terial has been improved, particularly by 
grouping separately the standards to be 
applied in the preparation of financial 
statements so that they can be distin- 
guished from the more basic concepts of 
asset valuation, income determination and 
the classification and measurement of the 
equities. At some points, however, the 
statement is unnecessarily rigid and un- 
compromising and this characteristic will 
probably prevent the widespread accept- 
ance and support which it should receive. 
Some expansion, especially as to illustra- 
tions or applications of some of the propos- 
als, would contribute to the usefulness of 
the statement. The following comments, 
while criticizing some of the features to 
which the writer reacted unfavorably, are 
offered with the hope that they constitute 
constructive criticism. 


Te THIRD ATTEMPT of a committee of 


ASSETS 


One can agree that the ‘most commonly 
useful financial statements report the ori- 
gin and disposition of the assets of an 
enterprise in terms of costs established and 
recorded at the time the assets are ac- 
quired” and yet feel that the fundamental 
weakness of original cost as a basis for 


managerial decisions, or even for investors’ 
decisions, should have received more at- 
tention. There can also be reasonable ob- 
jection to the observation that “price 
changes during recent years do not afford 
sufficient justification for a departure from 
cost.” 

It is particularly unfortunate that this 
failure to recognize the significance of cur- 
rent costs should occur in a statement is- 
sued by an organization which is supposed 
to be predominantly academic in its mem- 
bership and in its approach to accounting 
problems. During the past few years it is 
the writers in the technical journals and 
bulletins who have led the way in the dis- 
cussion of the effect of inflation upon ac- 
counting data. Admittedly much of the 
published material has been narrow and 
shortsighted. Last-in, first-out material 
costing, a forced stretching of the “‘princi- 
ple” of last-in, first-out to apply to depreci- 
ation, the overemphasis of income tax con- 
siderations, and an indication that the logic 
of the situation would not be applied to a 
period in which prices were falling or to the 
accounts as a whole, has characterized 
many if not most of the proposals. At least, 
however, these writers have recognized a 
real problem and have attempted to do 
something about it. 

A committee of the American Account- 
ing Association could be expected to place 
more emphasis upon the weakness of orig- 
inal costs in economic analysis and to be 
aware of the need for current costs in han- 
dling such managerial problems as changing 
production methods, choosing among al- 

ternative products, arriving at intelligent 
price policies, and so on. Also, a stock- 
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holder, a prospective investor, or an eco- 
nomic analyst is certainly under a severe 
handicap in attempting to use financial 
statements effectively when they reflect a 
hodge-podge of widely varying dollar 
values. Now a very good case can and 
should be made for the relative stability 
and practicability of original costs as com- 
pared with the unstable, nebulous and sub- 
jective character of many current cost fig- 
ures. This would not prevent, however, the 
inclusion of a recommendation, if not a 
requirement, that some attempt should be 
made in the form of supplementary state- 
ments to indicate roughly the effect of 
marked changes in the general price level, 
or in prices more specifically related to the 
business or industry concerned, upon the 
financial statements. The flat rejection, 
except for a weak permissive statement in 
the Financial Statements section, of any- 
thing but original cost makes the state- 
ment vulnerable to legitimate criticism, 
ignores the fact that such a position will 
not generally be accepted when price move- 
ments are even as pronounced as they have 
been recently, and fails to take the oppor- 
tunity of assuming a position of leadership 
as to sound and reasonable alternatives. 
Apparently the statement accepts the 
time-honored but perhaps time-worn and 
out-worn doctrine that the criteria of 
realization and recognition should not ap- 
ply consistently to both gains and losses, 
since we are told that in the case of a fixed 
asset held for sale, the “balance-sheet 
amount is that portion of cost not in excess 
of the expected net proceeds” and since a 
version of cost-or-market is prescribed at a 
later point for inventory valuation. When 
financial statements were prepared pri- 
marily for credit purposes, this inconsistent 
valuation policy could perhaps have been 
defended, but in the year 1948 when finan- 
cial statements were conceived to serve 
many purposes and interests, such a policy 
could well’ be harmful and confusing. The 
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directors, the stockholders and the man. 
agement of a corporation are just as much 
concerned with prospective higher values 
as they are with lower values, to say noth. 
ing of the interests of investors in the ge. 
curities of the corporation, and the recent * 
preoccupation of the labor unions with 
financial figures. Values higher or lower 
than cost are of significance primarily jn 
relation to the future rather than the pres- 
ent. Higher replacement costs of ma- 
chinery, for example, indicate higher de- 
preciation charges and greater financial re- 
quirements in the future, unless prices fall 
in the meantime. Only under assumed 
liquidation are current costs of appreciable 
significance at the date of a balance sheet. 
A useful recommendation, therefore, would 
be to adhere to original cost for accounting 
purposes and to indicate parenthetically 
significant discrepancies between original 
and present cost either up or down. This 
would not prohibit adjustments due to 
physical deterioration, obsolescence and 
the like, but it would avoid changes due 
solely to fluctuations in cost price. The 
sale, or other appropriate criterion, would 
be used consistently for the recognition of 
realized gain or loss. 

As to the remainder of the Assets section, 
examples would contribute much to the 
clarity of certain parts. This is especially 
true of item (2). Just how would “the por- 
tion of cost recoverable through the re- 
maining useful services the asset is ex- 
pected to yield” be determined in the case 
of a depreciable fixed asset, particularly if 
a “decline in the cost of replacement or 
reproduction is not conclusive evidence 
that a portion of unassigned cost cannot 
be recovered”’? 


INCOME 
Revenue 


The definition and explanation of reve- 
nue is adequate except for certain omis- 
sions and applications. 
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The inclusion as revenue of “gain from 
advantageous settlements of liabilities” 
needs clarification. Is a purchase discount 
revenue? Is a bona fide forgiveness of in- 
debtedness precluded as a possibility? Is the 
adjustment of liabilities in a bankruptcy 
reorganization revenue? Is the excess of 
hook value of bonds over their cost, when 
purchased and retired before maturity, al- 
ways revenue? 

It is said that revenue does not arise 
from a gift, but nowhere in the statement 
is there any indication as to how gifts 
should be handled. 

Some position could well have been tak- 
en as to the treatment of discovery values, 
accretion and the recognition of revenue 
from long-term and instalment contracts. 


Expense 


In the writer’s opinion, the least ac- 
ceptable feature of the entire statement is 
its insistence upon the propositions: (1) 
that all changes in the stockholders’ equity, 
other than direct capital transactions and 
dividends, which happen to be recorded 
during a given period, shall be treated as 
determinants of the net income of that 
period, and (2) that it should be possible 
to obtain the present balance of earned 
surplus by adding all past net income 
figures, less dividends. In other words, the 
“clean surplus” standard in its most ex- 
treme form is given strong support. 

This position accounts for: (1) the inclu- 
sion of all losses as “expenses,”’ (2) the 
deduction from revenue of a given period 
of “all costs not previously deducted... 
and not applicable to future periods” 
whether or not they relate to the revenue of 
the current period, (3) the refusal to permit 
corrections or reversals of past errors 
“made in good faith after considered judg- 
ment and after competent review... ,” 
(4) the insistence that all excess of book 
value of liabilities over their retirement cost 
is revenue even though, as a footnote says, 


the “conditions which permit a discharge 
of liability at substantially less than the 
amount reflected in the accounts may be 
indicative of previously unrecognized or 
contingent losses,’ and (5) the statement 
in the Financial Statements section that 
the “income of an accounting period should 
be reported in a statement providing an 
exhibit of all revenue and expense (includ- 
ing losses) given accounting recognition 
during that period” and that this “prac- 
tice assures that the income statements 
for a period of years will disclose complete- 
ly the entire income history of that peri- 
od.” In fairness to the committee, it should 
also be indicated that provision is made 
for a split income statement whereby the 
revenues and expenses related to the cur- 
rent period are separated from those not 
related to that period. 

The “clean surplus’ mandate is, of 
course, not an invention of the committee 
responsible for this latest statement. A 
similar position was taken in the 1941 
statement. In the thirties there was con- 
siderable worrying about surplus adjust- 
ments. Any period is apt to have its share 
of non-recurrent or extraordinary costs or 
losses and to leave the matter entirely in 
the hands of management opens the way 
for manipulation and may easily result in 
the use of inconsistent policies between 
different firms and different periods. It was 
felt that investors would be misled by 
statements showing earnings for a series of 
years when large losses or adjustments, 
handled through surplus accounts, can- 
celed much of the previous years’ earnings. 

All of this is true, but it is questionable 
whether the proposed remedy is not worse 
than the disease. Will an investor be any 
better guided by being told that instead of 
a profit of $2.50 per share there has been 
a loss of $5.03 a share, when the loss has 
been due to an adjustment of overstated 
asset values, a correction of past deficient 
depreciation, or a loss by flood, tornado or 
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earthquake? If we are trying to protect an 
investor against his ignorance and inexperi- 
ence, it is doubtful if he will really be as- 
sisted by a complicated, split income state- 
ment. Is it not the major assignment of an 
accountant to exercise his best judgment 
and ability in the calculation of the net 
income of each period? How can man- 
agement or investors be given helpful guid- 
ance if the operating expenses are seriously 
understated because corrections of errors 
of judgment in the past are prohibited? To 
argue that a correction would result in 
charging the same amount to operations 
more than once is merely taking the posi- 
tion that an error in one direction can 
properly be remedied by an error in the 
opposite direction. 

No set of proposals will completely meet 
the problems raised by this situation, but 
the writer believes that a less extreme posi- 
tion would result in more useful accounting 
statements. Full disclosure will contribute 
a great deal; much of the difficulty with 
the older practice was due to the failure to 
publish analyses of the surplus accounts. 
If substantial adjustments have been 
made, and we might define “substantial” 
as a certain percentage of the net income of 
a period, we could require the recalculation 
of published statistics of past earnings or 
even the republishing of corrected income 
statements. (Admittedly, these revised 
statements would be somewhat unrealistic 
in that many managerial decisions were 
predicated upon the original data, but they 
nevertheless would often be useful.) Cumu- 
lative statements, say for three or five 
years, would be helpful in ironing out ir- 
regularities and unusual events; much of 
the trouble is due to the arbitrary char- 
acter of the twelve-month accounting peri- 
od. Combined income and retained earn- 
ings statements might be helpful; at least 
the sophisticated reader could more easily 
make his own recalculations. The unsophis- 
ticated reader deserves our sympathy but 


The Accounting Review 


not the sacrifice of sensible and usefy] 
practices and standards. Small losses, cor- 
rections, etc., should be charged to current 
operations as a matter of convenience, but 
major losses and adjustments should not be 
permitted to distort current earnings. Serj- 
ous errors in past decisions should be cor. 
rected so that current costs can be reason- 
ably accurate. 

The opening definition of expense needs 
better draftsmanship. The first sentence 
defines expense as the cost of assets de- 
ducted from revenue while the second sen- 
tence indicates that expense may arise 
through the incurrence of a liability. 

The last division of the expense section, 
which opposes the creation of a reserve by 
a charge to revenue, would be improved 
by the inclusion of an example or two. 

It would be useful if the concept of ex- 
pense were made still sharper by distin- 
guishing expenses from production costs or 
“manufacturing expenses.” For example, 
depreciation on factory equipment is not 
an expense in the sense in which the term 
is used in the statement, but is rather a 
transfer from one asset account to another 
—from factory equipment to work in proc- 
ess. 


LIABILITIES AND STOCKHOLDERS’ 
INTEREST 


The definition of Liabilities as “claims 
of creditors . . . , arising out of past activi- 
ties, that are to be satisfied by the dis- 
bursement or utilization of corporate re- 
sources” could be improved. The signif- 
cance of “arising out of past activities” 
is not obvious. “Utilization of corporate 
resources” does not cover all of the possi- 
bilities other than the usual disbursement 
of funds. Liabilities are sometimes dis- 
charged by the performance of services or, 
as indicated later in the statement, by the 
conversion of the liability claim into stock- 
holders’ equity. 

The statement that liabilities ‘are meas- 
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ured by cash received” implies that the 
ynamortized discount would not be shown 
as a “deferred charge.” In view of the 
controversial nature of this item, there 
should be a positive statement somewhere 
in the statement as to the position taken 
by the committee. 

The insistence that the difference be- 
tween the amount of a liability and the 
assets disbursed in its payment must be 
reflected in current revenue is unduly rigid. 
Certainly an adjustment of the cost of 
assets is often appropriate, as in the case 
of purchase discounts. Also, there is sub- 
stantial support for spreading some such 
adjustments over the future, especially in 
the case of public utilities where earnings 
are presumably under control and where 
most competitive conditions are absent. 

The statement that paid-in capital may 
be contributed “by persons acting in a 
capacity other than that of stockholders or 
creditors” would be improved by the in- 
clusion of examples. Presumably it refers 
to property donated by chambers of com- 
merce and the like. 

The proposition that the “reduction of 
paid-in capital upon the contraction of 
outstanding shares may not exceed the 
pro rata portion of paid-in capital appli- 
cable to the number of shares contracted” 
seems unnecessarily arbitrary. Is there any 
accounting reason why adjustments of paid- 
in capital can not be made in any way 
desired by the stockholders as long as legal 
requirements are met and full disclosure is 
made of the facts? If we want to be arbi- 
trary, why not specify merely “the pro rata 
portion’’? 

The “permanent” distinction between 
paid-in capital and retained income and 
the pro rata allocation of paid-in capital 
to outstanding shares is a neat and sym- 
metrical proposition but is it properly an 
accounting pronouncement? Once a corpo- 
ration has elected to retain earnings in the 
business, these earnings are in reality just 
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as much a part of the permanent capital 


of the business as the “paid-in” capital. 
Any dividend in excess of current earnings 
is actually a dividend “out of capital” re- 
gardless of legal definitions or accounting 
treatment. At best the distinction advo- 
cated is of some historical interest and is 
systematic and not illogical. At its worst, 
it promotes an inaccurate and misleading 
interpretation of earned surplus or retained 
income as somehow being characteristical- 
ly different from paid-in capital. We are 
always insisting that earned surplus or 
retained income does not represent funds 
available for distribution, that reinvested 
earnings are just as apt to be tied up in 
fixed assets or working capital as the paid- 
in capital. The “permanent’’ distinction, 
while in this respect no worse than other 
conventional practices, at least is no im- 
provement. In the opinion of the writer, 
we should do well to abandon the distinc- 
tion between paid-in capital and retained 
income and show the equity of each type 
of capital stock as a single figure with ap- 
propriate supplementary information so 
that the legal capital, the book value per 
share, and so on, could easily be observed 
or calculated. 

The omission of any reference to appreci- 
ation surplus is consistent with the ad- 
herence to cost as a general valuation base. 
In spite of the position taken in this state- 
ment, however, appraisals will sometimes 
be made and must be recorded. The state- 
ment could frown on the fact of revalua- 
tion and yet exercise a desirable influence 
by promoting the best possible accounting 
for such transactions. 


FINANCIAL STATEMENTS 


Item (3) states that “assets and liabili- 
ties should not be offset unless required by 
law or contract.” The writer would ap- 
preciate examples of laws or contracts 
which specify an offset. As to the general 
proposition, it is of course true that a literal 
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showing of total liabilities would prohibit 
any offsets since a liability is not dis- 
charged merely by accumulating a fund for 
its payment. But how important is this? A 
balance sheet will probably be much more 
comprehensible to a reader if liabilities 
and related funds are shown together. As 
far as ratios are concerned, consistency is 
the most important consideration and ex- 
perienced analysts can regroup the figures 
any way they like. The point does not seem 
significant enough to require such a posi- 
tive prohibition. 

The provisions in item (7) as to treasury 
stock, requiring a pro rata reduction of 
paid-in capital, do not allow for variations 
in state laws. For example, in California 
the purchase of treasury shares ordinarily 
does not change the legal or “stated” capi- 
tal but rather results in an impairment of 
earned surplus. Of course, a different ac- 
counting treatment could be carried out 
providing the balance sheet also disclosed 
the application of the local statutes. 

As to the provision that any excess of 
the outlay for reacquired shares over their 
pro rata share of paid-in capital should be 
charged to retained income, this is un- 
doubtedly a sensible procedure which can 
be rationalized quite plausibly. Where, 
however, is the logical analysis which 
proves that, in the absence of legal restric- 
tions, the stockholders should not be per- 
mitted to readjust the paid-in capital 
among themselves as they see fit? Why is 
this an accounting matter? 

The statement makes some comments as 
to income taxes but does not cover the un- 
settled point of their location in the in- 
come statement. The writer feels that 


whether we think of income taxes as an 
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expense or as a distribution of income, the 
present irregularities of loss carry-backs 
and carry-forwards, fluctuating rates, and 
so on, make it desirable to so set up an 
income statement that the net income be. 
fore income taxes is readily available for 
comparative purposes. At the same time, 
it is important to avoid giving the impres- 
sion that the taxes are not a levy against 
what would otherwise be the addition to 
the stockholders’ equity. The concept of 
“net income before taxes’’ can be both use- 
ful and misused. 

The observation that there should be 
no special section in the balance sheet for 
reserves is excellent, but would it not be 
better to limit the term reserve to a “sub- 
division of retained income,” or, still bet- 
ter, to eliminate it entirely? To anyone but 
an accountant, or one who has been en- 
lightened as to the peculiarities of account- 
ing jargon, a reserve is a fund of available 
assets, and so it should be. 


CONCLUSIONS 


In spite of the numerous objections of 
the writer, the revised statement is a com- 
mendable attempt to codify accounting 
concepts and standards. It is hoped, how- 
ever, that an early revision will be pub- 


lished which will incorporate the changes, | 


few though they may be, which seem to 
have general support. Also, it would be 
helpful and interesting if the policy were 
adopted of presenting minority reports. 


Surely the statement as it stands must be | 


be the result of many compromises of dif- 
ferences of opinion. It is doubtful if the 
time has arrived when we can subscribe 
without dissent and exception to as many 
propositions as appear in this statement. 
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ACCOUNTING CONCEPTS 
AND STANDARDS 


A REPORT FOR THE 1949 COMMITTEE 


RAPLH COUGHENOUR JONES 
Yale University 


LTHOUGH a_ revised statement of 
A mos and standards was pub- 
lished in 1948, a Committee on 
Accounting Concepts and Standards was 
appointed early in 1949. The appointment 
of anew committee so soon after the pub- 
lication of a revision did not indicate an 
intention either to rewrite the 1948 state- 
ment immediately or to adopt a policy of 
introducing new models each year. The 
purpose clearly was to institute a contin- 
uous program of study and research which 
it was felt might be more effective than the 
more or less spasmodic efforts of the past. 
The members of this committee favor 
such a program. Methods by which it can 
be made effective, however, have not yet 
been fully worked out. The committee has 
faced and still faces a dilemma arising out 
of the fact that it is not expected either to 
publish a revised statement in 1949 or to 
continue as a committee with the same 
membership until a revised statement is 
published. The problem of preserving and 
transmitting the fruits of committee labors 
is therefore a difficult one. 

This situation was discussed at some 
length in Ann Arbor on September 7 at a 
meeting with the Executive Committee 
which thereupon requested the chairman 
to prepare a report for publication in the 
AccouNTING REviEw. While the Execu- 
tive Committee understands the general 
tenor of this report, it has neither reviewed 
hor approved the details. 

The general opinion seems to be that the 
Association has two workable alternatives. 
One is to discontinue the Committee on 


Concepts and Standards and leave with 
the Executive Committee full responsi- 
bility for preparing as well as publishing 
subsequent revisions. While no one wants 
to place an additional burden upon the 
Executive Committee, it would seem to be 
better and on the whole easier for the 
Exectuive Committee to do the original 
work on a revision than to rewrite in detail 
a statement proposed by a special com- 
mittee. 

The other alternative and the one which 
seems to be more generally approved is to 
make the Committee on Accounting Con- 
cepts and Standards (possibly with an en- 
larged and rotating membership) a regular 
and more or less autonomous committee 
of the Association with a mandate to pre- 
pare its findings for publication in the form 
of reports, articles, or monographs. Under 
this plan the Executive Committee would 
of course retain its responsibility for au- 
thorizing publication but would not re- 
write or sign the reports. 

All the possible alternatives and the 
merits of each cannot be discussed here. 
It should be noted, however, that under 
the proposed permanent committee plan 
any statement of concepts and standards 
would command respect only because of 
its content and not because of authorita- 
tive approval by the governing body of the 
Association. A committee statement, more- 
over, with no claim, explicit or implied, to 
official status might take a more construc- 
tive position on controversial questions 
and be less a product of compromise than 
an official release. Minority as well as 
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majority opinions might be presented and 
cases or examples used to strengthen the 
propositions presented. 


A PROGRESS REPORT 


During the two two-day meetings of this 
Committee, the discussion ranged over the 
whole field of accounting and revealed 
surprisingly broad areas of agreement, al- 
though the usual difficulties were met in 
phrasing statements which would secure 
unanimous approval. The committee, pro- 
ceeding under the assumption that it was 
not to prepare a general revision of the 
recently published statement, considered 
specific points which it believes should be 
immediately revised, added, or dropped. 
The following recommendations were 
adopted: 


1. That the following paragraph be sub- 
stituted for paragraph 5 on page 4 of the 
1948 Revision. 

(5) When all or a portion of the cost of an asset 

has been assigned to expense after considered 

judgment and competent review in accordance 
with accepted accounting concepts and stand- 
ards of the time, the presumption is that such 

assignments are not subject to reversal in a 

later period. 

2. That the term, reserve, be strictly 
limited to true reserves, that is to reserves 
which constitute a part of the stockhold- 
ers’ equity. This recommendation requires 
that changes in 1948 statement be made as 
follows: 

a) In paragraph 6 on page 5 insert the 
words “or allowance” after the word 
“reserve.” 

b) In paragraph 2 on page 6 change 
“depreciation reserve” to “depreciation 
allowance.” 

c) Amend paragraph 14 on page 7 to 
read as follows: 


(14) The balance sheet should contain no 
special section for reserves. Items commonly 
called reserves should be identified as (a) 
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subdivisions of retained income, (b) valuation 
accounts, or (c) liabilities, and the position in 
the balance sheet determined accordingly. The 
term, reserve, can properly be applied only 
to subdivisions of retained income. 


3. That a Committee on Accounting Con- 
cepts and Standards be appointed each 
year in order that statements of accounting 
concepts and standards may be subjected 
to continuous review, and that the Com- 
mittee so appointed be authorized to 
publish its findings as pamphlets, mono- 
graphs, or articles in the ACCOUNTING Re- 
VIEW under safeguards which will avoid 
any implication that the committee report 
is an official statement fo the Association. 


4. That the desirability of and methods 
for reporting expenses on a current cost 
basis be studied further. 

Statements on current cost, originally 
proposed by two members, are being re- 
vised and will have to be considered fur- 
ther before any recommendation can be 
made. It is planned to publish the pro- 
posed paragraphs and a summary of the 
arguments for and against them in an 
early issue of the ACCOUNTING REVIEW. 

Much of the Committee’s work was de- 
voted to matters not covered in this re- 
port. Among the problems considered were: 

(a) The possibility of reorganizing the 
statement in such a way as to distinguish 
between broad standards such as utility, 
consistency, comparability, materiality, 
objectivity, and disclosure, which pre- 
sumably do not change, and procedures 
established for the purpose of meeting the 
broad standards. 

(b) The all-inclusive income statement. 

(c) Terminology, including the possi- 
bility of securing consistent terminology in 
the releases of the Securities and Exchange 
Commission, the American Institute of 
Accountants, and the American Account- 
ing Association in which the intended 
meaning is the same. 
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REVISION OF THE 1948 STATEMENT 


From articles’ in the ACCOUNTING RE- 
view and discussions at the last two con- 
ventions it is apparent that some members 
of the Association feel that a new state- 
ment should be prepared as soon as pos- 
sible. They do not in general object to the 
1948 statement as a whole but believe that 
certain points require amendment and 
clarification. The preparation of a revised 
statement definitely is not and has not 
been on the agenda of the 1949 committee, 
but if the chairman may express a per- 
sonal opinion, it is that work on such a re- 
vision should begin at once and that the 
results should be published as a commit- 
tee report with no implication of official 


1W. A. Paton, H. F. Taggart, ‘“The Statement of 
Concepts and Standards,” AccounTinG REVIEW, 
January, 1949. 

Daniel Borth, ‘‘Comments on Third Statement of 
Accounting Concepts and Standards,’”’ ACCOUNTING 
Review, July, 1949. 

Perry Mason, ‘“The 1948 Statement of Concepts and 
Standards,” ACCOUNTING REvIEw, April, 1949. 
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approval by the Association. The 1948 
revision is typical of the results to be ex- 
pected so long as each provision must 
obtain unanimous acceptance by the mem- 
bers of both a special committee and the 
Executive Committee. There is no reason 
to believe that a statement prepared today 
would differ significantly from the 1948 
statement if it were prepared by the same 
methods. 

The 1949 Committee on Accounting 
Concepts and Standards consisted of the 
following members and associates. 


James L. Dohr 

Willard J. Graham 

Earle C. King 

Herbert E. Miller 

Harry H. Wade 

Robert L. Dixon, Ex officio 

Carman G. Blough (Cooperated with 
Committee and participated in its 
work, but did not serve as an official 
member.) 

Ralph C. Jones, Chairman 


|| 
tion 
hin & 
The 
only 
‘on- 
ach § 
‘ing § 
‘ted 
m- 
to 
no- 
Re 
oid 
| 
ion. 
ods 
0st 
ally 
re- 
fur- 
be 
the 
an 

de- 
re- 
ere: 
the 
ity, } 
ity, 
pre- 
ures 
the 
ent. | 
)ssi- 
y in 
inge 

of 
unt- 
ded 


REPORTS FOR MANAGEMENT’ 


K. C. TIFFANY 
Burroughs Adding Machine Company 


S ACCOUNTANTS, educators and execu- 
A tives, you are engaged almost con- 
tinuously in the preparation of fi- 
nancial reports. You are all convinced, I 
am sure, of the significance of financial re- 
porting as a basis for intelligent executive 
action, and the importance of seeing that 
all reports contain the proper information 
and are designed to be of maximum use to 
the members of management to whom they 
are submitted. 

Let us review briefly some of the princi- 
ples and practices which can be followed to 
render our reports as helpful and effective 
as possible. In order to be as specific as 
time will allow, I would like to limit this 
discussion to a type of reporting that I am 
personally concerned with—that required 
by the management of a large manufac- 
turing company for the control of its oper- 
ations. You will understand, I know, that 
we can do little more than indicate in 
general some of the fundamentals which 
should be applied if the reports are to help 
management really control its operations. 

Reports may be defined for our purposes 
as communications, in oral, graphic, or 
written form, designed to provide specific 
information. 

Oral reports, incidentally, might well be 
eliminated from our discussion since their 
value is quite dubious. They are short 
lived and often inexact. The limitations of 
oral reports and the dangers of oral de- 
cisions have been described by no less an 
authority than Winston Churchill. In his 
memoirs of World War II, he recalls that 
he established in the Admiralty a firm rule 
that no policy or strategic decision was to 


* This paper was presented at the annual meeting 
of the American Accounting Association, Ann Arbor, on 
September 9, 1949. 


be considered effective unless it was in 
writing. Let us assume that financial re- 
porting as we know it will be conducted 
on the same basis. 

We are concerned, then, with written or 
graphic communications designed to pro- 
vide specific information. For a manufac- 
turing business, that information may be 
divided into three principal categories: 
production, sales and administration. 

The management of a manufacturing 
company requires financial reports about 
these activities not only to appraise future 
plans but also to analyze established poli- 
cies within the framework of resources 
available to finance them. 

It is important to realize, however, that 
reports and reporting methods are not, in 
themselves, a control. They are intended 
to provide executives with a factual basis 
for the execution of their duties. I mention 
this in order to stress a fact that is u- 
doubtedly obvious to all of you: it is not 
the writer of reports who establishes 
policy; the report writer establishes and 
interprets facts from which policies are 
developed by operating executives. 

There are three levels of management to 
which financial reports must be made— 
top management, coordinating executives, 
and operating supervisors. The reports re- 
quired by each vary in subject matter 
and in amount of detail, but the principles 


of reporting to each level are essentially | 


the same. 


- 


Let us consider these principles as 4 | 


series of generalizations and then apply 
them to the levels of administrative au- 
thority which have been enumerated. 
To be worthwhile, a financial report 
should assist its reader in managing the 
affairs which are reviewed therein. Every 
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fnancial report, therefore, should be 
prompt ; it should present a comparison of 
actual facts with a norm of performance; 
it should be consistent and simple; and 
finally, of course, it must be factual. 

Quotas or budgets allow comparison of 
actual results with preplanned standards. 
Presentation of both present and past re- 
sults is another means of comparison; 
comparisons with the past, however, pre- 
sume that past performance is a norm of 
judging the present, and this is not neces- 
sarily true. In fact, it is usually untrue, 
for objectives change, methods change, 
and business conditions never remain the 
same. 

For sound decisions, management must 
know more than short-term results. Man- 
agement also desires to know performance 
trends over a longer period of time. Conse- 
quently, financial reports should present 
not only the results of the immediate re- 
porting neriod, but also the trend of ac- 
cumulated accounting periods. 

Promptness of reporting is another at- 
tribute which cannot be overstressed. 
Promptness of presentation often times is 
more important than any other of the 
general principles affecting financial re- 
ports. 

All too often reports about business 
transactions and business conditions are 
not presented to management in time. 
Business executives need quick reports in 
order to carry on day-to-day operations. 
Accountants, therefore, often must decide 
whether to report incomplete and possibly 
incorrect data on time, or wait until the 
validity of information has been proved. 

In some cases complete information is 
hot required to indicate trends and, there- 
lore, while reliability is the keystone of 
accounting integrity, there are circum- 
stances where speed is of almost equal 
importance. 

In order to achieve promptness account- 
Ing executives can often improve their 
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methods of collecting data and thereby in- 
crease the speed with which final informa- 
tion becomes available. Here are a few of 
the ways in which accounting processes 
might be accelerated: 

(1) Establish a record keeping system 
tailored to the report requirements. 

(2) Use mechanical accounting devices 
to avoid clerical errors, and to increase 
productivity. 

(3) Departmentalize or schedule ac- 
counting work to avoid bottlenecks. 

(4) Train employees to report extraor- 
dinary conditions when they are first 
observed. 

So much, then, for the characteristic of 
promptness and the necessity for compari- 
son in order that reports may be useful. 

Reports also should possess the attribute 
of consistency. Consistency of presenta- 
tion of the same financial information as 
between reporting periods is a necessity 
for without consistency, there cannot be 
proper comparison. 

It is also necessary to present informa- 
tion in a consistent manner to the various 
operating levels of management. Too 
often the same statistical data is compiled 
in different ways for the upper and lower 
management levels. 

In order to achieve consistency, financial 
information should originate from a com- 
mon source. In addition, the person being 
reported on should have the same infor- 
mation as the executive to whom he re- 
ports. The upper levels of management 
need summaries of departmental perform- 
ances, and these summaries must agree 
with the details of the departmental re- 
ports. 

Simplicity is the next requirement. Sim- 
plicity does not mean “talking down” to 
executives. It does not mean the slurring 
over of details—details are necessary for 
proper management. By simplicity, I mean 
the presentation of financial information in 
a clear manner; I mean the elimination of 
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extraneous data, the use of facts rather 
than quasi interpretation, and the use of 
graphs instead of statistical arrays when- 
ever feasible. 

Presenting financial information in a 
clear manner requires exact and simple 
definition of financial terms, precise use of 
technical terms, and careful summariza- 
tion of operating results. Too often such 
words as “sales” when the writer means 
“orders,” “consignments” when the writer 
means “inventories” convey to the reader 
a meaning which was not in the mind of 
the analyst. 

Simplicity of reporting, especially for 
top manayement, can be attained by ruth- 
less elimination of extraneous data; 
through the use of schedules, or through 
preparation of separate reports dealing 
with the extraneous matters. 

The use of graphic devices often makes 
it possible to indicate trends or deviations 
from established goals in a more striking 
form than is possible either by tabulation 
or narration. 

The use of facts rather than quasi inter- 
pretation assists an operating executive by 
supplying him with financial information 
based on the books of account, related to a 
norm of performance which has been es- 
tablished as a guide to executive action. 

These general characteristics of good 
reporting—promptness, comparison, con- 
sistency and simplicity—do not apply to 
any one particular type of statement or 
report, but rather are applicable to reports 
for any level of management. In fact, 
they are applicable to reports of all kinds, 
even outside the business field. Let us now 
examine the types of reports required by 
the various levels of management. 

Basically, there are three types of re- 
ports prepared for management—reports 
which show operating results, reports 
which show operating condition and re- 
ports which estimate the results of future 
courses of action. These reports usually 
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carry some such title as Statement of In. 
come and Expense, Statement of Financia] 
Condition and pro forma statements of per. 
formance. 

The most common type of financial re. 
port is one that reviews operating results, 
Every level of management receives such 
reports, varying in the amount of de. 
tail presented and in the type of informa. 
tion given, but alike in this respect: They 
show the results of a cost center, a depart- 
ment, an activity or of a company. Top 
management wants to know four things 
from an operating statement: 

(1) What were the results? 

In order to show the results of opera- 
tions, a Statement of Income and Expense 
for top management should present the 
principal items of income and expense ina § 
summarized manner, avoiding insignifi- | 
cant details. 

(2) Who was responsible for the results? 

In order to show responsibility, the 
items of income and expense presented in 
the statement should be summarized by 
areas of activity, so that the effectiveness | 
of executives responsible for income and | 
expenditures may be appraised in terms of 
financial results achieved by them. It isa 
prerequisite of management reporting that 
operating results be shown on a responsi- 
bility basis, in order that weak perforn- 
ances may be corrected, talented execu- 
tives may be discovered, and future ac- 
tivity may be built around a combination 
of plans and the abilities of people. 

(3) Were the results in keeping with 
planned performance? 

In order that management may com | 
pare actual and planned operating results, 
it is necessary that variations from budg- 
eted performance be shown together with | 
the actual data. Comparison of actual | 
results with plans allows management t0 | 
make two appraisals. First, it can 4p 


praise the soundness of its planning and 


can readjust its plans in the light of actual 
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results and in the light of prevailing eco- 
nomic conditions. Second, top manage- 
ment can decide whether success or failure 
of planned activity was caused by the 
plans, the organization, or the execution. 

(4) What was the effect of the results 
upon financial condition? 

It is important that the effect of actual 
performance upon financial condition be 
presented at the same time as the details 
of operating results are given. The State- 
ment of Income and Expenses for top 
management, therefore, should show not 
only the net profit but also the effect of 
net profit upon the company’s resources. 
Such a statement in summary form gives 
acomplete picture of performance, and the 
effect of performance upon financial con- 
dition. It can serve also as a transition 
from a review of operating results to an 
analysis of financial condition. 

The effect of operating results upon fi- 
nancial condition appears most sharply in 
the working capital section of a balance 
sheet. Management, therefore, requires re- 
ports which show the effect of operating 
results upon cash, accounts receivable, in- 
ventories and upon liabilities. 

Investments in plant and equipment 
need control just as much as material pur- 
chases and salary expenses. Consequently, 
management requires analyses of plant in- 
vestments which will show actual and 
planned expenditures for capital equip- 
ment. These expenditures should be re- 
lated to the sources of income which pro- 
vided them. 

To summarize the report requirements 
of top management, let us once again re- 
view management objectives: Top man- 
agement depends for its success upon 
proper planning and organization together 
with successful delegation of responsibility 
to subordinate executives. Its reports, 
therefore, must show whether plans were 
sound, whether organization was properly 
established, and whether delegated respon- 
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sibility has been effectively used. To be 
free from detailed analysis, it is necessary 
that management be able to review per- 
formance in the same broad manner as 
that in which it is forced to operate. Conse- 
quently, the reporting system must allow 
management to make comparisons, to re- 
view organization and to appraise the 
effectiveness of its subordinate executives. 

Top management also should be able to 
use the principle of exception in reviewing 
departmental performances. In order to 
make use of this principle, departmental 
reports should be summarized by totals 
only. Management then can discover weak 
areas in a quick review, and can study the 
details of particular reports where study 
seems necessary, rather than be forced 
to review all performances. 

Departmental reports, on the other 
hand, should show objects of income and 
expense in order that the specific causes of 
performance may be discovered directly. 

Besides reports which appraise past per- 
formance, there is another type of report 
required by top management and that is 
one which assists in planning for future ac- 
tion. 

Usually accountants think of such re- 
ports as pro forma statements of perform- 
ance or of condition, but such statements 
usually are only one segment of the prob- 
lem of planning. 

In planning for future action, it is neces- 
sary that a definition be established for the 
goal to be attained. It is necessary that the 
plan be appraised in terms of the resources 
available to finance it. It is necessary that 
risks be evaluated against the profit sought. 
Estimates of time requirements, of per- 
sonnel requirements and of managerial 
requirements also must be made. To coor- 
dinate these complex factors, management 
needs reports which will present the re- 
quirements in a way that can lead to execu- 
tive decisions. With such information 
about the future course of action, manage- 
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ment then has a sound basis for evaluating 
risks versus profit. 

In appraising plans for future action, 
management requires factual information 
concerning the matter at hand, whether 
it be the marketing of a new product, the 
expansion of its foreign markets, or the 
construction of a new plant. The writer of 
a planning report requires not only infor- 
mation about the company’s own resources 
but also information about conditions ex- 
ternal to the organization, supplemented 
by imaginative judgment. 

Such reports can be prepared for top 
management if it has within its own or- 
ganization a sound statistical section to- 
gether with experienced analysts who can 
reduce proposed plans to estimates of cost 
and revenue. Management then can plan 
future performance based upon well in- 
formed estimates. 

While top management primarily is 
concerned with planning and organization, 
the execution of plans is the function of 
coordinating executives. They administer 
policies, direct operating supervisors and 
appraise the performance of operating 
supervisors. The reports which a coordi- 
nating executive receives should assist 
him in administering policies and in ap- 
praising the performance of his subordi- 
nates. 

At the intermediate level of responsi- 
bility, it is important that executives re- 
ceive only those reports which pertain to 
the proper administration of their duties. 
Once again, ruthless elimination of extra- 
neous data is a necessity, in order that the 
executive may carry out his objectives 
without being fettered by intricate and 
often unnecessary details. 

There are, however, certain details 
which coordinating executives must have 
in order to administer their departments. 
Here are a few examples: 

A sales manager wants to know not only 
total sales performance but also sales by 
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product lines, by lines of business and by 
geographical areas. He should know pro- 
ductivity per man and cost per man. He 
should be able to compare both costs and 
productivity with pre-established stand. 
ards. 

The production manager must know not 
only total cost of production and total 
number of machines produced but also 
cost per machine. The production manager 
also should be able to compare budgeted 
production in units with actual produc- 
tion, budgeted operating costs with actual 
operating costs. 

Production managers and sales man- 
agers as coordinating executives require 
statements which show results on a re- 
sponsibility basis. When coordinating exec- 
utives know what happened, where it 
happened, and who was responsible for the 
result, they can take action to correct weak 
sections of their organization. They can 
direct their operating supervisors and can 


report intelligently to top management the | 


reasons for success or failure. 


In reporting to the coordinating level of | 


management and also to those below, it is 
important for accountants to remember 
that they should receive only the infor- 
mation necessary to control their own 
operations effectively. As a corollary of 
this statement, management should not 
be charged or credited with any item of in- 


come or expense over which it has limited | 


control or no control at all. This is a most 
important principle both of organization 
and of reporting, because management is 
appraised in the light of its performance, 
and management’s performance can only 
be appraised in terms of the items which 
it controls. 

The level of direct supervision is the 
area of activity in which specific and de- 


tailed reporting is required. At the operat- | 


ing level, it is important to analyze and 
report upon expenditures made and results 


produced. It is at the operating level where- 
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Reports for Management 


planned performances are tested, where 
budgets are appraised, and proof is given 
to proper planning and proper selection of 
manpower and material. 

Operating supervisors, therefore, should 
receive reports concerning the effectiveness 
of their operations and these reports 
should show planned performance, actual 
performance and variations from plans. In 
order that operating supervisors may be 
able to use their reports for the control of 
future operations, it is necessary that the 
reports give specific information about the 
department reported on. 

It is not sufficient, for example, to tell 
the foreman of a parts manufacturing 
department that his direct labor cost of 
$12,000 was $2,000 above budget; neither 
is it sufficient to tell the foreman that his 
labor cost per unit was twenty per cent 
above the allowable rate. Such reporting 
throws the burden of analysis and investi- 
gation entirely upon the foreman. More- 
over, it does not allow his superior to deter- 
mine causes of variances without investiga- 
tion on his part before consultation with 
the foreman. However, if the reporting sys- 
tem is designed to show that defective 
work, rework and added operations caused 
a twenty per cent increase in direct labor 
costs, then the reporting process has served 
as a medium for investigation. Reported 
facts, supported by records of rework and 
scrapped materials, have provided both the 
foreman and his superior with a factual 
basis for taking corrective measures. 

On two occasions, so far, we have en- 
countered the necessity for eliminating 
extraneous data. This is particularly true 
where operating supervisors are concerned. 
It hardly seems necessary that depart- 
mental reports to foremen and superin- 
tendents, or for that matter to branch 
managers or administrative department 
heads, be burdened with information about 
cost items which they did originate, over 
which they have limited or no control and, 
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sometimes which they do not understand. 

As an example, take the common over- 
head items of taxes, depreciation and insur- 
ance. Viewed in the light of delegated re- 
sponsibility, taxes, depreciation and insur- 
ance costs are more the result of a long 
series of policy decisions made by top 
management and coordinating executives 
than the result of the actions of operating 
supervisors. The accountant’s classical 
reason for distributing these items to a 
department is to establish a proper de- 
partmental cost, production cost, or final 
activity cost for the company. The ac- 
countant is attempting to establish a base 
for inventory valuation. He may even be 
attempting to carry on a continuous de- 
partmental cost study based upon a series 
of perhaps valid assumptions. I wonder, 
however, if he is trying to establish control 
over the item of cost which he is distribut- 
ing. I wonder whether he is assigning re- 
sponsibility to the proper level of authority 
when he distributes taxes, depreciation 
and insurance to an operating department. 
The foreman soon will tell him that these 
are items over which he has no control. 
Both the foreman and the plant superin- 
tendent continually will be confronted 
with the problem of segregating their con- 
trollable and non-controllable costs in 
making analyses of departmental opera- 
tions. 

Is it not better, then, when reporting 
upon a responsibility basis, to report only 
those items of expense for which a super- 
visor can be held responsible? Can we not 
make our cost analyses on some other basis 
than through the regular book of ac- 
counts? Why can’t we make our cost stud- 
ies for inventory valuation and pricing 
purposes special projects? When we burden 
the head of an operating department with 
details in which he is not interested, in 
order that some other department may 
carry on a study, then we are introducing 
data extraneous to the operation of a par- 
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ticular department. We are not helping 
management to control operations on a 
responsibility basis and yet we know that 
it is only through the delegation of re- 
sponsibility, effectively controlled, that 
we can carry out complicated procedures 
of making and selling a product for na- 
tional or international consumption. 

If the reports for top management 
should be comprehensive and concise, 
then so much the more should reports to 
operating supervisors be specific and con- 
cise, for the daily routines of production 
and selling demand that the supervisor be 
a man of action rather than an analyst. 

From the accountant’s point of view, it 
is also important that departmental state- 
ments be simple and be based upon finan- 
cial information simply computed. For 
with the multitudes of departments, a 
series of factories, and the multiplicity of 
sales branches, it is necessary that operat- 
ing results be distributed quickly to the 
various units in order that prompt action 
may be taken by executives. Accountants, 
therefore, should concern themselves to a 
high degree with the establishment of 
simplified procedures for gathering cost 
and revenue information. They should be 
concerned with not only the determination 
of costs upon a historical basis, but also 
with the reporting and distribution of reve- 
nue and costs upon a responsibility basis, 
in order that management can effectively 
appraise its organization, its policies, and 
its effective use of manpower. 

These are some of the problems of man- 
agement reporting. If they are to be solved 
effectively, it is important that the writer 
of the reports be qualified for his job. Let us 
look at a few of the principal qualifica- 
tions. 


The financial analyst must be well. 
trained in the fundamentals of account. 
ancy, finance, and of management. He 
must be an analyst, and therefore objective, 
He must be able to communicate the re. 
sults of his analysis in a simple manner 
that can lead to effective action. 

Accountants and teachers can improve 
the quality of their juniors by instructing 
them to think more in terms of the pur. 
poses of the statements and reports they 
prepare than in terms of the mechanics by 
which a so-called answer is deducted. 

The men responsible for preparing finan- 
cial reports must be skilled not only in 
accounting techniques, but also in the 
clear expression of ideas. The task of re- 
porting effectively to management is, in 
the final analysis, a problem in communi- 
cation. The quality that distinguishes an 
educated man is the ability to transmit the 
benefits of his own knowledge, training 
and experience to the people who depend 
upon him for guidance. The accountant 
who does his job well and who makes a 
truly valuable contribution to the business 
he serves will possess that quality in high 
degree. 


If men of that calibre apply the funda- | 


mentals we have discussed to their finan- 
cial reporting job, the result will be a 
sound basis for management decision and 
a really firm foundation for the future 
progress of our economy. 

Schools of business administration can 
train men not only in techniques but also 
in the expression of ideas. Problems of 
management reporting are problems of 
communication. The hallmark of an edu- 
cated man is his ability to transmit the 
benefits of his training and knowledge to 
the segment of society which he serves. 
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OBJECTIONS TO INDEX 
NUMBER ACCOUNTING 


RussELL BOWERS 
Carnegie Institute of Technology 


after World War I there was much 

discussion about accounting errors 
in the measurement of business profit when 
conventional or legal dollars were used in 
reporting historical costs. This discussion 
reached a climax in 1936 with the appear- 
ance of Sweeney’s Stabilized Accounting. 
Now that another wave of general price 
increase has swept over the country, the 
discussion has been resumed. 

Despite the merits of the case a review 
of the discussion will reveal an array of 
objections to the use of index numbers for 
the purpose of correcting historical cost. In 
1936 the American Accounting Association 
went on record as disfavoring their use but 
the reasons are not fully contained in their 
statement which follows. 


Pater Wo the general price inflation 


“An extreme change in the value of money 
might vitiate the usefulness of cost records but 
there seems to be no sound reason for repeated 
adjustments of asset values for the ordinary 
changes in price levels commonly experienced 
from one generation to another.’ 


This statement has been generally taken 
to mean absolute disapproval of the ap- 
plication of index numbers to costs. At the 
time this might have been the intent, but 
unusually careful wording of the statement 
need not have been an accident. The state- 
ment appears to be flexible depending 
upon circumstances. First, index numbers 
might be applicable if change in the value of 
money were extreme. Second, the objection 
is directed only against repeated adjust- 
ments. The statement certainly was in- 
tended to apply to accounting practice 
within the United States and it should be 


1 ACCOUNTING REVIEW, June 1936, p. 189. 


evident from the country’s history that the 
ordinary changes in price level over periods 
of a generation have not often been ex- 
treme. Finally, there is the admission that 
an extreme change in the value of money 
might vitiate the usefulness of cost re- 
cords.2 A noteworthy thing about this 
statement upon review after thirteen years 
is that it does not categorically deny the 
usefulness of index numbers, but on the 
other hand, actually suggests that they can 
be helpful occasionally under cases of ex- 
treme change in the level of general prices. 

One certain conclusion can be drawn 
from the discussion on this matter during 
the past thirty years. Nobody need expect 
that such a corrective device is going to be 
used generally in the near future. In the 
interest of clear thinking, however, the ob- 
jections which have been raised ought to 
be subjected to an examination for their 
logical substance, relevance, and useful- 
ness. 

At least a partial list of objections which 
have been made against the use of index 
numbers in determining the amount of 
reported business profit is attempted here 
as follows? 

(1) Index numbers are not accurate. No 
index should be used as a matter of prin- 
ciple because an index is only a statistical 
average which cannot be applied to indi- 
vidual cases such as particular firms. 


2 T have italicized certain words because they contain 
connotations pertinent to the language used in later 
criticism. ‘‘Value of money” suggests general price 
indexes and “‘usefulness” need not be elaborated at this 
point. 

3 Some discussion of certain of these objections may 
be found in Griffith, D. K., Accounrinc REvVIEw, 
June 1937, p. 123, and Mackenzie, D. H., AccOUNTING 
REvieEw, October 1949, p. 360. 
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(2) There are so many indexes for vari- 
ous price situations that it is not possible 
to determine which index ought to be used. 

(3) The use of index numbers attempts 
to measure purchasing power and the con- 
version of transaction costs or receipts by 
the use of such numbers does not create or 
destroy actual purchasing power. 

(4) Profit is the difference between cost 
and revenue and the recognition of an ele- 
ment of gain or loss resulting from the use 
of index numbers would obscure the true 
results of managerial skill by confusing the 
results of managerial decisions with gen- 
eral price movements. 

(5) It is too difficult to reconcile the re- 
sults of index number accounting with 
established legal principles especially as re- 
gards taxation and the distribution of 
profits. 

(6) The accountant’s statement is only 
an imperfect projection of reality at best; 
and there is no use in making it seem more 
complicated and less intelligible than at 
present. 

(7) The information provided would be 
of little use to anyone. 

The remainder of this discussion will be 
confined to a criticism of these objections. 
It might be helpful if it is stated that the 
term accounting as used throughout this 
discussion pertains only to the ultimate 
measurement of business income and loss 
and the reporting of invested capital. 

That index numbers are not as “accu- 
rate” as desired is not difficult to demon- 
strate. An index number is necessarily a 
kind of statistical average. A single index 
can give no conception of dispersion and 
this is a serious limitation upon its sig- 
nificance. In the derivation of an index 
number there is no completely satsifactory 
criterion for the relative weights to give to 
prices of different commodities, and any 
method of weighting might be inappropri- 
ate for the particular firm or person to 
which it is applied. Thus the index creates 


the appearance of greater accuracy than 
the facts justify. 

These objections as facts must be ad- 
mitted. However, this does not justify 
abandonment of the use of indexes in ac- 
counting for profit. The first argument is 
directed against the use of index numbers 
in general. But if valid, then index num- 
bers should not be used for any purpose at 
all, and this position is hardly advocated 
by anyone. It hardly need be elaborated 
here. The argument then comes to one of 
objecting to the use of index numbers only 
when applied to accounting data. Index 
numbers are not less accurate when ap- 
plied in this area than when applied any- 
where else. Accounting is known for its 
conservatism. Could it be that others who 
use accounting data also have an irrational 
reluctance about giving up some tradi- 
tional conceptions of the economic signifi- 
cance of the monetary unit such as a 
dollar? At one time in history a monetary 
unit could be conceived as a quantity of 
gold or similar substance. Monetary ex- 
perts have discussed at length whether 
such a conception of a medium of exchange 
is that of a money or that of barter for 
gold as a commodity. But at any rate the 
conception of money as generalized pur- 
chasing power is now used in part of our 
thinking. If this is not so, then many of 
our textbooks on so-called fundamentals 
must be revised on this question as well as 
the current popular conception of money. 
As a matter of necessary logical implica- 
tion I would suggest that if the significance 
of money is only that of the goods it will 
buy, then whenever any individual or busi- 
ness firm makes a cost outlay or commit- 
ment for a good or factor the only intelli- 
gent interpretation of the dollar outlay and 
hence cost in the specific case has already 
brought into use at least an ad hoc index 
number. Possibly every price is in itself an 
index number. What the purchaser of 
goods expends is not mere dollars but the 
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Objections to Index Number Accounting 


power to buy various quantities of al- 
temative goods at prevailing market 
prices. Accordingly a holder of cash cannot 
be said to have a more exact concept or 
statement of the economic significance of 
his asset because he decides to ignore all 
reference to particular and composite 
prices of various goods for sale. He will 
no doubt be aware of any changes in these 
prices and of any loss attending his holding 
cash while prices rise on the average. Are we 
to say there is no way of measuring such 
a loss? We do measure such phenomena in 
some phases of our economic life on both 
individual and aggregate levels. Yet if it 
suggested that business firms use the meth- 
od in the computation of profit a great 
deal of resistance is encountered. The most 
surprising part is the reluctance of econ- 
omists to accept the method when one 
might expect they would not only condone 
its use but would insist on it. It is some- 
what easier to understand the reluctance 
of accountants and business administra- 
tors. When economists use index numbers 
in the solution of their special problems it 
is because they believe a carefully con- 
structed index yields better results than 
poor indexes or none. The use of indexes 
increases the accuracy and usefulness of 
data to which they are applied. 

The next objection is that there are so 
many indexes that might be or should be 
used that it is not possible to find a single 
satisfactory index. Every individual has 
his own private index, devised perhaps by 
impressions and rule of thumb methods 
and based on prices and commodities 
which the individual is interested in buy- 
ing. Also each industry or each firm has its 
index. In construction there is an index of 
prices of factors which enter into the 
trade. The glass industry might have its 
index, and so on. Should a firm not use an 
index peculiarly suitable to its own trade 
which would in turn raise the question of 
what is a trade and many others? 
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The use of a special index for each in- 
dustry would not conform to the reporting 
of profits which would be conducive to the 
best decisions concerning investment and 
the general allocation of resources. When a 
dividend dollar is paid to a stockholder, 
the dollar consitututes a dollar of general 
purchasing power. A dollar paid to one 
stockholder might from the one recipient’s 
point of view have a different significance 
than that of another. Two recipients do 
not buy the same commodities. But this 
has always been so and seems to be no 
great source of difficulty. At least we have 
no remedy to suggest. We would hardly 
want this to be otherwise. But it is impor- 
tant to take into account the fact that each 
individual has received the same general 
purchasing power in the market. Each can 
command the same quantity of economic 
resources. 

Why should a construction company not 
use a construction index and a wholesale 
dealer in wheat not use an index of whole- 
sale prices of wheat? The principal objec- 
tion to this view is its acceptance of a fal- 
lacious economic theory that the primary 
motive of a business firm is to maintain 
its capital in such manner as to enable the 
firm to perpetuate itself in business with- 
out diminishing its scale of activities. Sup- 
pose, for instance, that in the production of 
a single commodity like flour the price 
of the principal ingredient, say wheat, 
soars to a great height above the rise of 
any acceptable general commodity index. 
The milling company would then argue 
that the price of wheat having trebled, the 
index number adjustment for the inven- 
tory of wheat should be such that a given 
physical quantity would be replaceable at 
the higher price without such dollar in- 
crease being reflected in profit. The error 
in economic reasoning lies in the fact that 
the inventory could/would represent a 
greater relative quantity of the country’s 
economic resources than formerly and this 
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would, among other things, enhance the 
power of the owners to liquidate all or even 
a part of the inventory and become en- 
riched without having to account for hav- 
ing done so. The error, however, is not 
peculiar to a private enterprise economy; 
it is inherent in any type of ownership of 
resources. True social economy dictates 
that since such an inventory now is rela- 
tively more valuable per physical unit in 
comparison with the country’s resources in 
general it should be so reported. The rela- 
tive rise in a particular price which is in 
excess of the rise in the general price level 
is properly to be accounted for in the firm’s 
profit. It would often be the best economy 
for the inventories of the firm to be con- 
tracted unless a greater invested capital is 
justified on the ground of higher prospec- 
tive profits measured by a dollar of con- 
stant purchasing power. It is a fixed fund 
of general purchasing power that is to be 
accounted for (not necessarily maintained) 
before profit or loss is accounted for. The 
concept of physical capital is in a strict 
sense not relevant to the economics of the 
case. 

The mistaken belief is sometimes held 
that the application of index numbers to 
accounts is an attempt to state assets as 
though they were sums of current purchas- 
ing power.‘ It should be obvious that the 
use of index numbers does not increase or 
diminish purchasing power any more than 
the measurement of any object increases or 
decreases the size of the object measured. 
The use of index numbers is justified only 
on the ground that this increases accuracy 
in measurement. Costs if measured in 
units of homogeneous purchasing power 
are more accurately measured for economic 
purposes than if measured in legal dollars 
of various purchasing power. This objec- 
tion is based on a misunderstanding of the 


Griffith, D. K., Accountinc Review, June 
1937, p. 123ff. 


process of applying index numbers as cor. 
rections to costs. 

The fourth objection stated above, that 
profit is the difference between cost and 
revenue and that the use of an index num- 
ber would introduce an extraneous factor, 
is based on a confusion between legal dol- 
lars which constitute a measure of cost 
regardless of their puchasing power and 
dollars in which the variation in economic 
power is taken into account. If cost ina 
relevant economic sense were always cor- 
rectly measured by legal dollars then the 
introduction of an index number for cor- 
recting purchasing power to some base 
date would be extraneous. But this is not 
the case. Costs are economic quanta rather 
than mere monetary expressions. The folly 
of denying this can easily be seen if it is 
asked what was the original or historical 
cost of say the Panama Canal. The cost 
today expressed in original dollars would 
look like a trivial quantum of economic 
resources. The cost is not a small sum 
either when the canal was built or at the 
present time. The original worth of the 
resources devoted to its construction, ex- 
pressed in terms today comparable to the 
valuation of other resources today, would 
be quite different than the legal dollars 
originally spent. And the difference is not 
the same as provision for reproduction 
cost. 

It is difficult to see how the results of 
managerial skill would be confused with 
general market price movements if index 
numbers were applied to correct cost and 
revenue figures. The truth of the matter 
is quite the opposite. The results of man- 
agerial skill are confounded with general 
price movements at present because index 
numbers are not used. The factor or price 
movement effect as distinguished from the 
other effects which are the result of mana- 
gerial skill can be isolated and both results 
can be reported simultaneously. But this 
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Objections to Index Number Accounting 


cannot be done without the use of index 
numbers. 

Some have contended that established 
legal principles make it impractical to 
expect much reliance on converted legal 
dollar results. Many accounting problems 
are concerned with the application of estab- 
lished legal principles. Often the account- 
ing problem involves conforming to private 
contracts or to the statutes. This objec- 
tion seems valid. It is admittedly difficult 
to change law and custom, and an imme- 
diate and sudden change might not even 
be desirable. This, however, does not pre- 
clude the advantages which lie in knowing 
the difference in results with and without 
the use of index numbers. Even though the 
accounting task might be completed when 
compliance has been made with a contract 
or statute, nevertheless the parties to the 
contract and the people affected by it are 
more influenced by the economic realities 
of the case than they are with mere com- 
pliance with the law. 

A statement of the financial position of 
a firm and a periodic statement of profit 
or loss is only an imperfect projection of 
reality. However, this does not commit 
one to the view that the more simple and 
easy to understand a report is made to ap- 
pear, that perfection in the projection of 
any reality the report may have is thereby 
increased. The perfection and accuracy of 
a report can easily be diminished by mak- 
ing it more simple. It is important to dis- 
tinguish between reality and the appear- 
ance of reality, or perhaps better, reality 
and what it is easy to get readers to accept 
as being a statement of reality. It would be 
a simple minded reader of a report indeed 
if he were not more interested in seeing 
that the economic significance of his in- 
vestment were provided for before report- 
ing a profit or loss than in seeing that 
merely a record of the number of original 
dollars spent had been provided for before 
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reporting a profit or a loss. To be sure, 
some investors do insist upon calculations 
only in legal dollars as though their eco- 
nomic power were of secondary impor- 
tance. The business gambler might do so. 
The more intelligent investor and eco- 
nomic analyst will not do so. Some objec- 
tions with respect to the complicated ap- 
pearance which converted reports would 
have can be alleviated by the presentation 
of both reports simultaneously. The data of 
the unconverted report must always be 
kept available anyway before the con- 
verted report can be prepared. Those who 
cannot understand the converted report 
would not be less informed than they are 
now, although some of them might be 
made more aware of their ignorance about 
the present kind of report. 

Whether the converted report would be 
of much use to anyone would naturally 
depend upon whether anyone actually did 
use it. Usefulness, especially with respect 
to ends, is often a subjective thing. But it 
ought to be obvious that if anyone is in- 
terested in the investment of present eco- 
nomic resources in any of numerous pos- 
sible ways, he would be interested in the 
outcome of the undertaking in economic 
terms primarily and in legal dollars sec- 
ondarily. The trouble seems to be that 
people have too often taken these two 
aspects of the matter as synonymous, when 
in fact they are not. Many people would 
rather rely on a rule of thumb personal cor- 
rection for the differences between the 
purchasing power of money at different 
dates than to rely in any more formal way 
on corrections carefully made. They prefer 
to apply “hunch” index numbers to their 
thinking than to apply those concerning 
the construction of which some scientific 
attempt has been made. It is, in fact, so 
easy to find people who object to the use of 
index numbers for correcting economic 
data in the reporting of income or loss (but 
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not when used for purposes other than 
computing business profits) that one can 
be sure at the present time the information 
provided would not be used much by very 
many. It seems nevertheless that those 
who would use the data have a better 
grasp of reality than those who would not. 
Corrected cost data are useful if the dis- 
tinction between capital and income means 
anything. Capital is a fund of resources in 
some sense. It must be accounted for in 
advance of accounting for any possible 
growth or decrement which in the broadest 
sense constitutes income or loss. The usual 
time lag between investment in the form 
of a cost commitment and the realization 
of income or loss makes it inevitable that 
errors of measurement will arise unless a 
uniform unit of value is used. Legal dol- 
lars represent arbitrary units of economic 
resources. They often have nothing in com- 
mon on different dates except the nominal 
or formal character of being legal dollars. 
During periods of fall in the value of the 
dollar the original dollar amounts of in- 
vested capital which are later interpreted 
against a background of current dollar 
values invariably understate the original 
real cost. During periods of rise in the 
value of the dollar the opposite is true. The 
application of an index constructed to rep- 
resent the change in value of the dollar 
is a means of correcting this error. 
Several other alternatives have been 
suggested and in fact have been widely 
used. This fact gives recognition to the 
existence and the importance of the prob- 
lem and its solution. One of these alterna- 
tives is the use of replacement cost. This 
abandons the transaction criterion. The 
accounting most widely used is, however, 
more insidious than replacement cost. For 
decades it has been almost an axiom among 
business firms that part of the “earnings” 
of the firm must be retained for this, that, 
and the other—replacement at higher cost, 
“plant expansion,” offset against future 
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losses, weather the storm of a depression, 
and so on. Usually the “appropriate” 
amount to retain has been about 40%. 
This is a rather phenomenal figure upon 
reflection. Why should the investors not 
receive this as a distribution? It would 
seem wholesome for a supposedly free pri- 
vate economy generally that firms be re- 
quired to resort to the marketplace to 
obtain additional capital funds when nec- 
essary and that they should convince the 
marketplace of their needs. The individual 
firm’s objections of course are quite clear. 
With few exceptions such as during the 
early 30’s there has been a secular increase 
in the general level of prices. Firms are 
more familiar with the phenomena of rising 
general prices than of falling general prices. 
Much of the so-called earnings which have 
been “retained” never existed but were 
mere illusions, the result of failure in ac- 
counting to provide for change in pur- 
chasing power of the dollar. The extent to 
which bookkeeping illusions have been 
perpetrated and the extent to which real 
earnings have been retained have almost 
never been distinguished. Would anyone 
contend the distinction would not be use- 
ful? 

Numerous allusions are found in eco- 
nomic and accounting literature to the 
maintenance of physical capital. Is capital 
in any economic sense a physical concept? 
Capital value may be a quality of some 
physical asset such as a building. But the | 
value is a quality which for economic pur- 
poses must be distinguished from the 
physical building. Maintaining the physi- 
cal serviceability of a given asset is to say 
nothing of its worth in economic terms. It 
is the value that constitutes the real cap- | 
ital and not the physical attributes. Thus 
any attempt to provide for the mainte- 
nance of physical properties through a de- 
preciation policy is strictly a rule of thumb 
measure. It is capital as a value fund in 
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Objections to Index Number Accounting 


(not maintained) before reporting gain or 
loss. 

If it is contended that reports should be 
based on the results of business transac- 
tions, such as actual expenditures and 
receipts between parties of independent 
interests, and at the same time distin- 
guish between capital and income, then the 
best method is use of the most scientifically 
constructed and generally recognized index 
number for measuring change in purchas- 
ing power of the dollar that is obtainable. 
This method permits retention of the legal 
dollar records as at present, and such re- 
ports should always be available for those 
who want to use them. At the same time, 
the corrected report would be available. 
The revised report would not have the 
weaknesses common to the various types 
of property appraisal which discard trans- 
action criteria and are subjected to varying 
degrees of judgment and opinion. General 
commodity index numbers can lay claim 
to an objectivity which is usually lacking 
in appraisals applying only to special cases. 

In conclusion it would seem that the 
valid objections to the application of index 
numbers to accounting data for purposes 
of reporting profits and losses are few. 
Unless the general price level remains con- 
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stant, better index numbers should be con- 
structed. An index designed to measure 
the change in general purchasing power of 
the dollar is superior for this purpose to 
any more special index. The index ideally 
might be one based on all commodities, or 
it might be one based on the prices of con- 
sumer’s goods. People do think in terms 
of index numbers during times of substan- 
tial price changes. Formal reports of profits 
based on carefully constructed indexes 
give more accurate results than the use of 
no index in a formal sense at all. The use 
of index numbers gives recognition to the 
economic realities of a business situation in 
place of mere legal formality where legal 
dollars are assumed to have a constant 
purchasing power. It is admitted that 
people have a general reluctance to com- 
pute profits in economic real terms in- 
stead of mere legal dollar units, but this 
does not enable them to escape the eco- 
nomic realities of the case. In the long run 
it is a wise people who allow economic 
realities to shape their laws and not the 
reverse. Why should people be more cau- 
tious in the use of index numbers in re- 
porting economic real profit than they are 
in using index numbers in reporting other 
economic data? 
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A PROPOSED RECONCILIATION OF 
STANDARD AND CURRENT 
MATERIAL COSTS 


L. J. BENNINGER 
University of Missouri 


URING periods of comparatively 
D stable prices, it is possible that the 

advantages of the standard pricing 
plan for materials, in terms of ease of cost- 
ing, would outweigh the loss of a more cur- 
rent cost obtainable by a replacement cost 
method of pricing. However, if standard 
costs are utilized during a year of sharply 
rising or sharply declining prices, cost of 
materials used and sales will not be stated 
in terms of dollars of equivalent purchasing 
power. Cost, from a current cost stand- 
point, may be at variance with standard 
costs. 

The following system of accounting de- 
scribed by Nickerson suggested to the 
writer a possible solution to the problem of 
reconciling standard and replacement cost 
of materials.’ It is a plan followed in Euro- 
pean countries with the end in mind of 
presenting accounting results properly 
during periods of inflation. 

In presenting this system of accounts, 
Nickerson says: 

It is the purpose of this article to describe and 

comment upon one such method which in- 

volves the use of what amounts to “ideal” 

standard costs as practiced in the U. S. A., 

assuming that the standard costs are adjusted 

at frequent intervals in line with current costs.” 


Nickerson’s interpretation of ‘“‘ideal 
standards” and standards is somewhat dif- 
ferent from that which is usually made, for 
his standard prices are in essence averages 
of current costs. The system described by 


1 Clarence B. Nickerson, “‘Inventory Valuation— 
The Use of Price Adjustment Accounts to Segregate 
Inventory Losses and Gains,” NACA Bulletin, October 
1, 1937, Section I. 

2 Tbid., p. 147. 


Nickerson is displayed in ‘‘T’’ account 
form (see next page).’ 

Nickerson does not explain “average 
cost” as used in the Raw Materials and 
the Raw Material Price Fluctuations ac. 
counts, but presumably he refers to the 
average cost method of pricing. He com- 
putes his ‘‘replacement cost’’ of raw mate- 
rial by means of weighted indexes of raw 
material prices which are revised weekly! 

The Raw Materials Price Fluctuations 
account is similar to an account suggested 
by Newlove in 1927.5 Newlove, in his illus- 
trations, debits a raw materials intermedi- 
ary account and credits raw materials 
using the average cost method of inventory 
pricing. The intermediary account, called 
“Pig Iron Adjustment”’ account is credited 
at replacement cost of raw materials, and 
work-in-process is debited similarly. At the 


close of a year, the Pig Iron Adjustment | 


account is closed to profit and loss. 
Nickerson presents, in contrast to New- 

love’s one price fluctuation account, a price 

adjustment account for each classification 


of inventory, raw materials, work-in-proc- | 


ess, and finished goods. Futhermore, these 
fluctuations accounts would be utilized 


much the same as Scott® employs his Re- | 
serve for Inventory Price Fluctuations ac- | 
count. Credits to such accounts would in- | 


dicate dollar increases in proprietorship | 


due to ownership of goods purchased in 4 


3 Tbid., p. 149. 

‘ Ibid., p. 152. 

5 George Hollis Newlove, Cost Accounting (Washing: 
ton, D. C.: The White Press Company, 1927), pp. 13% 
139, 

6 See: Scott, D. R., ‘Valuation for Depreciation and 
Financing of Replacements,” AccouNTING REVIEW, 
December, 1929, pp. 221-226. 
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Reconciling Standard and Current Material Costs 


PRICE FLUCTUATION ACCOUNTS 


157 


INVENTORY ACCOUNTS 


Raw Materials 
Enter material at purchase | Credit out at average 
price plus freight and a | cost. 
charge for material over- 


head 


Raw Material Price Fluctuations 


Enter at average cost | Credit at replacement 

from Raw Material In- | cost including a percen- 

ventory Account. tage for freight and ma- 
| terial overhead. 


| Work in Progress 


cost including a percen- 
tage for freight and ma- 
terial overhead. 

2) Actual labor. 


1) Enter at replacement | 


Credit out at same price 

when completed. 

1) Replacement cost of 
material at time it en- 
tered production. 


3) Overhead 2) Actual labor. 
3) Proper share of over- 
head. 
Work in Process—Price Fluctuations 
Enter at price credited | Credit out at replacement 
to Work in Process cost of material, labor, 
and overhead at time of 
com pletion. 
Finished Goods 
Enter at price credited to | Credit out at same price 
Work in Process Price | when sold. 
Fluctuation Account. 
Finished Goods—Price Fluctuations 
Enter at price credited | Credit out at replacement 
to Finished Goods. cost of material, labor 
and overhead at time of 
of sale. 
| Cost of Goods Sold 


Enter at price credited to 
Finished Goods Price Fluc- 
tuations Account. 


low price period and would be used as an 
offset to dollar decreases in proprietorship 
due to declining prices of goods purchased 
in high price periods. In the light of ex- 
tensive procedures followed to obtain cur- 
rent cost of work-in-process, finished 
goods, and cost of goods sold, it seems re- 
markable, however, that raw materials in- 
ventory is carried at actual cost. 
Nickerson suggests as an alternative to 
the foregoing procedures the use of but one 
price fluctuations account to be used at the 
point where finished goods are charged to 


cost of goods sold.’ He would charge the 
Finished Goods Price Fluctuations ac- 
count at actual and credit this account for 
actual cost of labor and overhead and re- 
placement cost of materials; cost of sales 
would be therefore debited for replacement 
cost of raw materials. Nickerson, conse- 
quently, carries the implications of the 
European system to its logical conclusion 
as a method designed, not particularly to 


” 


7 Nickerson, ‘“‘Inventory Valuation—,” op. cit., p- 


} 
| 
157. 
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achieve replacement costs for valuation of 

inventories, but to achieve replacement 

cost of goods sold in the income statement. 

Nickerson’s presentation suggested to 
the writer a possible reconciliation of the 
use of standard and replacement costs. 
This reconciliation presumes that advan- 
tages gained from standard cost procedures 
and advantages obtainable from the use 
of replacement costs in the accounts are 
equally desirable, that benefits possible 
from combining both would offset minor 
inconveniences necessary in the additional 
accounting effort required. 

In place of the price index described by 
Nickerson, the writer will substitute the 
latest invoice cost as a criterion of current 
cost. But one price fluctuation account will 
be utilized rather than three. Standard 
costs will replace Nickerson’s average 
costs. The material price variance account 
will be employed in the sense that it is 
commonly interpreted, as a measure of de- 
viations in actual cost from standard cost.® 

The following data are assumed for the 
purpose of illustrating a combined re- 
placement-standard cost system of ac- 
counting. Alphabetic letters are used to 
indicate the flow of data. 

a. 100 pounds of raw material are purchased at 
80 cents a pound; they are recorded at actual 
cost in the Raw Materials account. 

b. Another 100 pounds of raw material are 
purchased at 82 cents a pound and are simi- 
larly recorded. 

c. 100 pounds of raw material are charged to 
the Raw Materials in Process account at a 
standard cost of 85 cents a pound. 

d. 100 pounds of material contained in the manu- 
facture of 100 product units are transferred 
to the Finished Goods account at latest in- 
voice cost of 82 cents a pound. Raw Materials 
in Process account is credited at standard; the 
Finished Goods account is debited at latest 
cost; and the difference between standard and 
replacement cost is carried to the Reserve for 
Inventory Price Fluctuations account. 

e. 100 pounds of raw material are purchased at 


8 John G. Blocker, Cost Accounting (second edition; 
New York: McGraw-Hill Book Company, Inc., 1948), 
p. 413. 
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90 cents a pound and are recorded at actual 
cost in the Raw Materials account. 


f. 100 pounds of raw material are charged from 


the Raw Materials account to Raw Materials 
in Process at a standard cost of 85 cents a 
pound. 


g. 50 pounds of raw material contained in the 


manufacture of 50 product units are trans- 
ferred to the Finished Goods account at the 
latest cost of 90 cents a pound. The Finished 
Goods account is debited at latest cost; the 
Raw Materials in Process account is credited 
at a standard cost of 85 cents a pound; and 
the Reserve for Inventory Price Fluctuations 
account is credited for the difference between 
standard and replacement cost, $2.50. 

h. The Finished Goods account, which is carried 
at the latest cost of finished goods, is debited 
for 100 <8 cents to bring all finished goods to 
latest replacement cost of finished goods as 
shown in the Finished Goods account, and the 
Reserve for Inventory Price Fluctuations 
account is credited. 

i. 100 units of finished goods sold are charged to 
cost of sales at latest cost as shown by the 
finished goods records, 90 cents a pound, and 
are credited to the Finished Goods account. 

j. 100 pounds of raw material are purchased at 
$1.00 a pound and are recorded at cost in the 
Raw Materials account. 

k. At the close of the month, the Raw Materials 
account balance is priced at standard, giving 
rise to a raw material price variance from 
standard of $12.00. The Material Price Vari- 
ance account is debited for $12.00; the Raw 
Materials account is credited for $12.00. The 
Raw Materials account is now shown at 
standard. 

1. At the close of the month, an inventory is 
taken of raw material in process at standard. 
It is found that 40 pounds of material remain 
in process. 10 pounds of material have been 
lost through shrinkage or waste. An entry is 
made debiting Material Quantity Variance 
for 10 pounds of material at standard price 
and crediting the Raw Materials in Process 
account for a similar amount. 


At this point the Raw Materials and 
Raw Materials in Process accounts are 
shown at standard, and the Finished 
Goods and Cost of Sales accounts are 
shown at approximate replacement cost. 
The Reserve for Inventory Price Fluctua- 
tions account shows only differences be- 
tween standard and replacement cost of 
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goods which have been completely proc- 

essed. 

m. Next, inventories of raw material and raw 
material in process are priced at latest cost 
of $1.00 per pound, necessitating the marking 
up of 200 pounds of material from a standard 
cost of 85 cents a pound to $1.00 a pound and 
the marking up of 40 pounds of raw material 
in process from a standard cost of 85 cents a 
pound to $1.00 a pound. The Raw Materials 
account and the Raw Materials in Process 
account are each debited, and the Reserve for 
Inventory Price Fluctuations account is 
credited. 


If desired, the same procedure could be 
applied to finished goods inventories bring- 
ing latest raw material costs as shown by 
the Raw Materials account to the Finished 
Goods account; however, the writer is 
allowing the Finished Goods account to 
stand since it is already relatively priced 
in terms of latest cost. 

n. Lastly, the Material Price Variance account is 
closed to Reserve for Inventory Price Fluctua- 
tions in order to obtain the net increase in 
material cost from actual to replacement 
rather than from standard to replacement 
cost. 


Now all inventory accounts and cost of 
sales will be stated at approximate re- 
placement cost in so far as materials are 
concerned. A separate account could then 
be established to indicate the Material 
Quantity Variance account in terms of re- 
placement cost; however, the slight fluc- 
tuation in cost applicable to this account 
would ordinarily be of minor importance. 

The foregoing data are presented in ac- 
counts on the next page. 

The foregoing illustrates all entries in 
connection with materials brought to a 
conclusion for a month. At the beginning 
of a new month, entry ‘“‘m” which brought 
raw materials and raw materials in process 
to current cost is reversed, bringing these 
accounts back to standard.’ Accounting 


* This “standard” would be in terms of conditions 
existing during the past period. If conditions in the new 
period are expected to differ from these, account bal- 
ances now shown would be adjusted. 
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procedures would be resumed, as in the 
foregoing entries, a-n, in the following 
months. As a consequence of the reversal 
entry, net increases and net decreases to 
the Reserve for Inventory Price Fluctua- 
tions account would be made, except when 
standards are revised, only in the process 
of transferring goods from the Raw Mate- 
rials in Process account to the Finished 
Goods account and in the process of ac- 
counting for Finished Goods under the 
Latest Cost With a Reserve method. 

There are several disadvantages inher- 
ent in this proposed reconciliation of stand- 
ard and replacement costs. From a tech- 
nical and mechanical standpoint, in order 
to ascertain the latest cost of goods enter- 
ing finished goods, reference would need to 
be made to raw material inventory records. 
Also, at this point in the accounting proc- 
ess, two costs would be dealt with, a stand- 
ard credit to raw materials in process and 
a latest cost debit to finished goods. Sec- 
ondly, replacement costs are not recog- 
nized in the accounts, except for inventory 
purposes, until raw materials in process 
have been charged to finished goods. 
Lastly, standard cost of finished product 
and cost of goods sold will not be main- 
tained in the Finished Goods and Cost of 
Sales accounts. 

However, this last is but a technical dis- 
advantage since subsidiary work in process 
accounts would be kept at standard. Fur- 
ther, it is probable that the advantage of 
having the replacement cost of goods at 
standard quantity usage both in the Fin- 
ished Goods account and the Cost of Sales 
account would transcend the loss of keep- 
ing these accounts completely at standard 
cost. From the point of view of comparing 
cost of sales and profits, either on a prod- 
uct or period basis, ratios of cost to sales 
and profits to sales would be more readily 
comparable, since costs and sales will be 
expressed approximately in terms of dol- 
lars of the same purchasing power. 

The system outlined offers other ad- 
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Raw Materials 
a $ 80.00 c. $ 85.00 
b. 82.00 4 85.00 
e. 90.00 12.00 
i. 100.00 Standard Inventory 170.00 
$352.00 $352.00 
Standard Inventory 170.00 
m. 30.00 
Raw Materials in Process 
= $ 85.00 d. $ 85.00 
f. 85.00 g. 42.50 
a 8.50 
Standard Inventory 34.00 
170.00 170.00 
Standard Inventory 34.00 
m. 6.00 
Siilid Reserve for Inv. Price Fluctuations 
3.30. $ 2.50 
n. 12.00 h. 8.00 
Balance 31.50 m. 36.00 
$ 46.50 $ 46.50 
| Balance 31.50 
Finished Goods 
d. $ 82.00 3 $ 90.00 
g. 45.00 Balance 45.00 
h. 8.00 | 
$135.00 | $135.00 
Balance 45.00 | 
Cost of Sales 
i. $90.00 | 
Material Price Variance 
$ 12.00 


k. $ 12.00 | n. 


Material Quantity Variance 


1. $ 8.50 | 


vantages besides that of having costs and 
profits in comparable terms. A material 
price variance account will indicate the 
trend of raw material price from standard. 
Costing raw materials in process at stand- 
ard permits the computation of quantity 
variances by products and processes. Fin- 
ished goods and cost of sales will be con- 
tinuously shown approximately in terms of 
current cost. All inventories would be 
valued at replacement cost when formal 


financial statements were prepared. Fi- 
nally, inventory price-level profits and 
price-level losses would be recognized and 
segregated in an appraisal surplus account. 

Although the writer is not aware that 
anyone else has proposed a reconciliation 
as has been suggested, he believes that in 
the light of current developments in both 
standard cost and replacement cost theory, 
further attention will need be given to 
this problem in the course of time. 
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IS ACCOUNTANCY A 


FIELD OF SCIENCE? 


Curt GRUNEBERG 
University of Kansas City 


HERE ARE accountants who have a 
special kind of ambition: they want 
to be more than good accountants, 
they want to be called scientists. These 
accountants—small in number but rather 
important as authors—enjoy much re- 
spect. Therefore, it may be worthwhile to 
examine what their demand is based upon. 

Without doubt, there are several pro- 
fessions which lay doubtful claims to the 
field of science as, for instance, historians 
and archaeologists. But we need not exam- 
ine the validity of borderline cases since 
no philosopher ever—to the knowledge of 
this writer—has discussed the possibility 
of recognizing accounting as a field of sci- 
ence. 

Only accountants themselves have a 
one-sided discussion on this point, a dis- 
cussion which refers more often to their 
desire to be “elevated”’ to the standing of a 
scientist than to the justice of their claims. 
A striking example in this respect is the 
article on “Science and Accounting” by 
Edward G. Nelson.! 

Let us forget Professor Nelson’s quota- 
tion of bookkeeping as a “simple science” 
because there is no “simple” or compli- 
cated science and because bookkeeping, 
certainly, cannot be classified as a field of 
science since it does not apply scientific 
methods. But Nelson’s reference to a pub- 
lication of LaSalle Extension University? is 
rather valuable for this discussion because 
it clearly indicates the wrong approach. In 
this publication the statement is made that 
accounting is a field of science because it 


AccounTING Review, October, 1949. 
* Waiter D. Moody, Business Administration, Theory, 
Practice and A pplication. 


“aims at systematic presentation of busi- 
ness facts” and because the accounting 
“rules are designed to indicate or state the 
principles upon which such a record of 
business facts must be made.” This argu- 
ment which is repeated again and again 
by Nelson seems to be based on the non- 
recognition of the difference between sys- 
tematic and scientific methods. Certainly, 
the preparation of a railroad time-table or 
a telephone directory has nothing to do 
with science although the content is “accu- 
rate, verifiable, and organized in a definite 
order.” We reserve the term “science” for 
knowledge “. . . in which specific proposi- 
tions are all deduced from a few general 
principles.’* In other words, the “order of 
things” is not enough to establish a basis 
for science. Rather, the principle of logic 
and the method of science to be applied are 
the criterion. Therefore, the “principles of 
accounting,” the recognized body of ac- 
counting rules, are an indication for our 
systematic procedure but not for the ap- 
plication of scientific methods. 

However, the main objection against the 
claim to “elevate” accounting to a field of 
science is based on the fact that account- 
ants do not want to establish a “funda- 
mental truth.’ One of the most important 
accounting principles is the principle of 
consistency. Even though accountants 
may have made a mistake and continued 
this mistake throughout many years, the 
accounting principle of consistency—in 
most cases—will require the continuation 
of this mistake for the future since being 

3 Morris R. Cohen and Ernest Nagel, An Introduc- 


tion to Logic and Scientific Methods, p. 191. 
* Edward G. Nelson, op. cit. 
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consistent in the field of accounting is usu- 
ally much more important than being 
right. 

Another example may be drawn from 
the problem of depreciation. The most 
widely used accounting method, the 
straight-line method, certainly does not re- 
flect the “‘true’”’ depreciation. Nobody ever 
has made the claim that this method rests 
upon the “divine authority of ‘fundamen- 
tal truths.’” Rather, every accountant 
knows that the straight-line method is not 
used in order to give the “true” deprecia- 
tion but is used only for the reason that it 
is a convenient way of estimating the de- 
preciation charge. Furthermore, account- 
ants have numerous depreciation methods 
which result in different yearly deprecia- 
tion allowances. If accountants really were 
out to find a “fundamental truth,” there 
could be only one answer. The members of 
the accounting profession are well aware of 
the impossibility of determining absolute 
truth. As another example, “the periodical 
balance sheets and income statements 
should not be regarded as correct in any 
absolute sense.” 

An accountant should help the com- 
munity by rendering services connected 
with the recording and verifying of busi- 
ness transactions and, especially, con- 
nected with the preparation and interpre- 
tation of financial statements. For this 
purpose the accounting profession has de- 
veloped a body of rules. These rules are 
not based on logic and scientific methods 
but are “derived from experience and rea- 
son. Only after they have proved useful 


5H. A. Finney, Principles of Accounting, Inter- 
mediate, 3d Edition, p. 191. 
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. .. do they become principles of account- 
ing.”® Only the usefulness and not the 
truthfulness is the decisive test. Moreover 
the accounting principles change in accord- 
ance with our changing economic situa- 
tion. Kester’ lists three main sources of ac- 
counting principles: (1) the adopted sys- 
tem of bookkeeping (2) statute law and 
accepted trade practices, (3) ethical stand- 
ards of business conduct. It is evident 
that the second and third sources may 
change and actually do change very often. 
But if accounting principles were based on 
a “fundamental truth,” there would be no 
such change. 

It is true that accountants have to use 
scientific methods, namely mathematical 
and economic methods, in practicing their 
profession. There is nothing unusual in 
borrowing scientific methods. A physician, 
for instance, borrows methods from chem- 
ists and physicists. However, this fact does 
not make him a chemist or physicist. 
Similarly, the borrowing of scientific meth- 
ods from the field of mathematics or eco- 
nomics does not change the nature of the 
accounting profession. 

Summing up these remarks, this writer 
thinks that an accountant has no reason 
whatsoever to cast longing glances at the 
field of science or even to pretend that his 
work is scientific in nature. An accountant 
has an increasingly important place in our 
community regardless of the classification 
of his work as systematic or scientific, if he 
is a good accountant. 


6 American Institute of Accountants, Research Bulle- 
tin No.7 (Special), p. 60. 

7“Sources of Accounting Principles,” Journal of 
Accountancy, Vol. 74, p. 531. 
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A QUANTITATIVE EVALUATION 
OF ACCOUNTING CURRICULA 


Paut L. NoBLE 
Ohio State University 


newer fields of professional train- 

ing, has developed rapidly in this 
country in an effort to keep pace with the 
growth of the profession itself. If the ac- 
counting profession is to maintain its posi- 
tion of responsibility and respect, account- 
ancy education must be maintained at a 
high level. 

The rapid growth of accountancy educa- 
tion in the past fifty years has resulted in 
a wide variety of types and levels of train- 
ing. In 1945 there were at least 137 col- 
leges and universities, recognized by state, 
regional, or nationa! accrediting agencies, 
which had established schools of business. 
Of these, 129 offered undergraduate degree 
programs in accountancy; 58 offered pro- 
grams in accountancy leading to the Mas- 
ter’s degree; and 8 offered accounting pro- 
grams leading to the Doctor’s degree.' If 
to these are added the hundreds of fully- 
accredited liberal arts colleges, which in- 
clude limited offerings in accounting, one 
may begin to grasp the amazing divergence 
which exists in accountancy education to- 
day. 

With the expanding scope of responsibil- 
ities of the accountant, the need is not for 
more accountants, but rather for more 
thorough and intensive preparation of 
those who do enter the profession. The 
State of New York has recognized the need 
for higher standards of professional prepa- 
tation, when the requirement of graduation 
from an “approved’’ college was made a 
prerequisiste to the CPA examination. 


sewer fel EDUCATION, one of the 


1 Carter V. Good, A Guide to Colleges, Universtties, 
and Professional Schools in the United States. American 
— on Education (Washington, 1945), pp. 296- 


Even this standard, adopted some twelve 
or fifteen years ago, seems rather inade- 
quate, and proposals are constantly being 
made for raising the standard. Some have 
suggested five-year programs of account- 
ing study; others would place accounting 
education in a separate graduate school. In 
a recent report, a committee of The New 
York State Society of CPA’s recognized 
the desirability in the long run of a “sepa- 
rate graduate school of accountancy” but 
expressed the view that the immediate 
need is for raising the standards in the 
existing four-year curricula.” 

At present, the State of New York re- 
quires 24 semester hours of accounting 
studies as a minimum for its CPA exam- 
inees. With reference to this standard the 
Committee stated that: “Your Committee 
believes that due to the development of the 
profession and the types of services which 
it is being called upon to perform at the 
present time, these standards are in need 
of revision. It suggests that the standards 
adopted some ten to fifteen years ago are 
too general and need specific definition as 
to content and scope.’* In later sections 
of the report, the Committee suggested a 
program recommending 36 to 41 semester 
hours of accounting courses as fundamen- 
tal for proper professional education. 

That the New York Committee is not 
alone in its recommendation is evidenced 
by the fact that in a 1938 report,‘ the 


2? Committee on Education of the New York State 
Society of Certified Public Accountants, ‘‘Report of 
Joint Committee on Syllabus, Accounting Education, 
and Content of CPA Examinations,” May 22, 1947 
(15 mimeographed pages). 

3 Tbid., p. 4. 

‘Committee on Education of the American Ac- 
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Ficure 1 


Recommendations for Specific Content of Accounting Curricula 
(Expressed in Semester Hours) 


Standards 
American N. Y. State Soc. of CPA’s Rating 
Acct’g Ass’n (1947) Committee 
(1938) (Interim Report) 
Minimum Preferred (1949) 
General principles and practice 12 18 12-15 
Elementary 6 
Intermediate 6 
Statement analysis 3 
C.P.A. problems 4 
Total 19 12 18 12-15 
Cost Accounting 6 4 6 3-5 
Managerial Accounting 3 
Auditing 5 4 8 3-6 
Federal and State Taxation 3 4 6 3 
Accounting systems 3 2 3 
Elective 10 9-2 
Total 39 36 41 30 


Committee on Education of the American 
Accounting Association prepared a very 
similar program recommending 39 semes- 
ter hours of accounting studies. Figure 1, 
comparing these two independent recom- 
mendations, shows the close similarity of 
the conclusions reached. 

More recently another committee of the 
American Accounting Association, the 
Standards Rating Committee, has under- 
taken a study of curricula needs. An in- 
terim report of this Committee was pre- 
sented at the Association Convention at 
Ann Arbor in September, 1949; the pre- 
liminary recommendations of this Commit- 
tee are alsc presented in Figure 1 for com- 
parative purposes. 

In an effort to survey briefly the status 
of acountancy education as it now exists 
in our colleges and to determine the extent 
to which these curricula conformed to the 
recommendations of these Committees, an 
examination was made of the college bul- 
letins of the member schools of the Ameri- 


counting Association, ‘‘Syllabus of College Preparation 
for ll ACCOUNTING REVIEW, June, 1938, 
p. 195. 


can Association of Collegiate Schools of 
Business, with particular reference to ac- 
counting courses offered in the recom- 
mended subjects. While it is recognized 
that many schools who are not members of 
the AACSB have complete programs in ac- 
counting, the study was limited to this 
group with the assumption that they would 
represent a fair cross section of offerings in 
the leading schools of the country. 

Several limitations on this type of sur- 
vey should be mentioned. College cata- 
logues and their limited course descriptions 
are obviously not a satisfactory means of 
appraising an institution; however, the 
objective of this investigation was not to 
evaluate the quality of course offerings, 
but merely to survey the various curricula 
from a quantitative point of view. The 
intention was to determine whether our 
present educational programs would meet 
the standards if recommendations such as 
that of the New York State Society were 
adopted, for example, as requisites for the 
CPA examination. 

The study was further limited to under- 
graduate curricula only. While the need 
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and desirability of graduate work in ac- 
counting is clearly recognized, the bulk of 
accounting training today is still conducted 
in the standard four-year curriculum, and 
thus it is to this type of curriculum that 
attention was directed. Member schools of 
the AACSB which conduct purely gradu- 
ate schools of business were not included 
in the analysis. 

At the outset, it might be assumed that 
lack of uniformity in course offerings might 
hinder an exact comparison of the various 
college curricula. To some extent this dif- 
ficulty does exist, but it was found that the 
classifications of subjects listed by the 
three Committees in Figure 1 were broad 
enough and general enough to classify ade- 
quately the great majority of courses of- 
fered by the various colleges. 

It should be emphasized that this an- 
alysis was based upon the inclusion of 
every undergraduate accounting course of- 
fered in the various colleges. While it would 
be more desirable to base the study upon 
accounting courses actually taken by an 
undergraduate major in accounting, this 
was not feasible since many schools do not 
list any specific requirements for a major 
in accounting. The studies frequently pur- 
sued by a student are primarily elective. 
With this limitation it should be pointed 
out again that the analysis serves only as a 
measure of whether our accounting cur- 
ricula are sufficient to meet the recom- 
mendations made for better trained per- 
sonnel. 


GENERAL PRINCIPLES AND PRACTICE 


The Committee of the New York State 
Society of CPA’s has grouped together and 
recommended 12 to 18 semester hours’ 
study of what it terms “fundamental prin- 
ciples and philosophy of accounting.” If it 
can be assumed that this broad category 
embraces those courses which are quite fre- 
quently termed Elementary, Intermediate, 
and Advanced Principles of Accounting, a 
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comparison can then be made with the 
recommendations of the 1938 committee 
of the American Accounting Association. 
This committee listed specific recommen- 
dations for Elementary, Intermediate and 
CPA problem courses. The definition given 
to the recommended course in CPA prob- 
lems indicates that the Committee had in 
mind an advanced course with emphasis 
upon practice, a factor which the New 
York State Society’s Committee included 
in its concept of “General Principles and 
Practice.” 

One noted exception in the recommenda- 
tions of these Committees is the course in 
statement analysis. The 1938 Committee 
of the American Accounting Association 
sets forth separate recommendations for 
this course, whereas the Committee of the 
New York State Society of CPA’s makes 
no specific mention of the subject. Since 
it was found that many schools do not 
have a separate course in statement analy- 
sis, but include the same subject matter in 
an intermediate or advanced course, it was 
decided that this course should also be 
treated as a part of “General Principles 
and Practice.” 

Thus for purposes of quantitative evalu- 
ation, the classification ‘‘General Princi- 
ples and Practice” has been interpreted to 
include all elementary and intermediate 
courses in fundamental general accounting, 
as well as advanced problem courses and 
courses in statement analysis. Reference 
to Figure 1 reveals that the recommenda- 
tion of the 1938 Committee on Education 
of the American Accounting Association 
total 19 semester hours in this area of 
studies, while the New York State Socie- 
ty’s Committee has recommended 12 to 
18 semester hours. 

Figure 2 reveals the emphasis accorded 
accounting principles and practice by the 
various schools, as this category has been 
defined. A summary of the offerings in this 
area of studies reveals that: 
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1) Every school studied could satisfy the re- 
quirement that 12 semester hours be given 
in accounting principles and practice, but 
that if this requirement were to be raised 
one semester hour (to a total of 13) four 
schools would not meet the recommenda- 
tion. 

2) If a total of 18 semester hours were insisted 
upon in this group of subjects, a total of 19 
schools could not fulfill the requirement, and 

3) If the requirement were raised one more 
semester hour, to that level recommended 
by the American Accounting Association 
eleven years ago, 12 more schools would 
become incapable of fulfilling the require- 
ment—a total of 31 schools or 53% of the 
total. 


COST ACCOUNTING 


Figure 1 indicates that the two earlier 
Committee recommendations are in sub- 
stantial agreement with respect to the 
necessary emphasis in cost accounting. 
Likewise the definitions given to the sub- 
ject by these two Committees are essential- 
ly the same, with the possible exception of 
the specific mention which is made by the 
New York Committee of “costs in the re- 
tail field and in the field of marketing and 
general administration,” an area not men- 
tioned in the recommendations of the 1938 
Committee of the American Accounting 
Association. The fact that these are not 
specifically mentioned by the latter can 
likely be attributed to the expansion which 
has occurred in the scope of cost account- 
ing since the Committee of the American 
Accounting Association prepared its rec- 
ommendations in 1938. 

The determination of the exact semester 
hours offered in cost accounting by the 
various colleges presented little difficulty. 
For the most part, courses offered in this 
area are clearly defined, with a minimum 
of overlapping of subject matter with other 
areas. One possible point of difficulty does 
arise in determining lines of demarcation 
between cost accounting, budgeting and 
controllership. In a number of instances, 
these areas of studies do overlap. It will 
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be noted (Figure 1) that the 1938 Com. 
mittee on Education of the American Ac. 
counting Association has recommended a 
separate three-hour course in managerial 
accounting, which they define as “Use of 
accounting and statistical data in the pro- 
tection, control, planning, and coordina- 
tion of business. Standards and budgetary 
procedure.”’ 

In only one or two instances were any 
courses found which bore the exact title of 
Managerial Accounting, but this subject 
matter is offered in several schools under 
various titles of Budgeting or Controller- 
ship or some combination of these. Al- 
though Figure 2 differentiates between 
those courses dealing with budgeting or 
controllership and those clearly labeled 
Cost Accounting, any evaluation should 
probably consider total offerings in both 
areas together, due to the overlapping 
which undoubtedly exists in some in- 
stances. 

A summary of courses offered in this 
area, as shown by Figure 2, reveals that 
a total of fourteen schools do not offer the 
minimum four semester hours recom- 
mended by the Committee of the New 
York State Society. Another fourteen, ora 
total of 28 schools, do not offer the pre- 
ferred standard of six semester hours. It 
might be noted further that most of the 
courses in budgeting or controllership are 
offered by those schools which already 
qualify for the recommended standard of 
six semester hours in cost accounting. 


AUDITING 


Although it is impractical to state that 
one phase of an accountant’s training is 
more important than another, the Com- 
mittee of the New York State Society of 
CPA’s takes the attitude that certainly no 
phase of the training program deserves 
more attention than that of auditing. This 
attitude is reflected in the increased em- 
phasis given to this subject in their semes- 
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FIGURE 2 


Summary of Areas of Accounting Study, Showing the Number of Schools at Each 
Level of Semester Hours Offered 
(Based upon 59 Schools of the AACSB) 


Key: (Recommendations are those of New York Society of CPA’s) 


Above the dotted lines: 
Between the dotted lines: 
Below the lower dotted lines: 


Budget 
and/or 
Control 


Cost 
Acct’g. 


Gen’l. 
Princ. 


Sem. 
Hrs. 


Above Maximum Recommendations 
Area of Desideratum 
Below Minimum Recommendatons 


Tax 
Acct’g. 


Gov. 
Acct’g. 


Acct’g. 


Auditing Systems 


(Number of Schools) 


ow 


Total 59 59 59 


ter hour recommendations (Figure 1). 
Whereas four to six semester hours are 
recommended in cost accounting and the 
same recommendation is made for the 
study of federal and state taxation, the 
Committee recommends four to eight hours 
be given to the study of auditing. It seems 
apparent again in this area, that the New 
York Society’s Committee is in substantial 
agreement with the 1938 Committee of the 
American Accounting Association in rec- 


59 59 59 59 


ommending greater emphasis to this par- 
ticular subject. The latter Committee 
recommended that five semester hours be 
devoted to this study, whereas only four 
were suggested for CPA problems and 
three for tax accounting, evidencing a 
somewhat greater need for the study of 
auditing. 

In light of this increased emphasis on 
the study of auditing, Figure 2 reveals that 
present offerings in this area are far short 
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of the earlier recommended standards. It 
is revealed that 25 schools do not offer suf- 
ficient hours of study in this field to meet 
the lowest recommended standard of the 
New York State Society’s Committee. Of 
even more importance is the fact that only 
three schools offer sufficient courses in this 
area to meet the higher recommendation 
of eight semester hours; and in one of these 
instances four of the hours are devoted to 
internal auditing and control, with the re- 
maining four devoted to the field of audit- 
ing in general. Broadly speaking, there is 
less conformity to the earlier recommended 
standards in this subject than in the other 
subjects investigated, in spite of the desir- 
ability for increased emphasis. 

There were relatively few difficulties en- 
countered in determining the boundaries 
of course offerings in auditing. This results, 
undoubtedly, from the fact that the major- 
ity of the schools offer only one course in 
this subject, and in only a few instances 
were more than two courses in auditing 
offered. The only point of uncertainty 
which might arise here would be concern- 
ing the treatment of courses in internal 
auditing. However, since only four schools 
offer such a separate course (all except one 
consisting of two semester hours), these 
courses were combined with those in gener- 
al auditing for presentation in Figure 2. 


FEDERAL AND STATE TAX ACCOUNTING 


In discussing this phase of the training, 
both of the earlier Committees have out- 
lined substantially the same topics. It 
might be noted that each of the Com- 
mittees included specific mention of the 
study of state as well as federal taxation, 
thus adding considerably to the scope of 
the course beyond that of federal income 
tax. 

If the standard for this work were set 
at three semester hours, only six schools 
would fail to qualify. However, if the 
recommendation of the New York group 
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were used, 30 schools would fail to meet 
the minimum of four semester hours, while 
only fourteen schools could satisfy the pre- 
ferred recommendation of six semester 
hours. 


ACCOUNTING SYSTEMS 


While there is greater lack of conform. 
ance to recommended standards in this 
area than in any of the others, an equally 
serious problem is found in the lack of 
uniformity in the meaning of this title. If 
space permitted, numerous courses could 
be cited identically entitled ‘Accounting 
Systems,” the catalogue descriptions of 
which indicate courses of widely varying 
nature. Probably the majority of schools 
offering “Accounting Systems” use this 
title to describe a course which deals pri- 
marily with the design, development and 
installation of systems in general. But in 
other instances, the catalogue description 
indicates that the course is concerned pri- 
marily with the existing accounting sys- 
tems of specific industries; several descrip- 
tions even stated the specific types of 
enterprises with which the course deals, 
e.g., building and loan associations, banks, 
brokerage houses, and insurance com- 
panies, implying that no other types of 
systems are studied, This is not intended 
as a criticism of these courses, but only of 


' the lack of uniformity in the use of titles. 


It would seem that unless extreme care is 
exercised, errors can easily be made in such 
matters as transfer of credits, where a stu- 
dent’s record shows a course in accounting 
systems. 

An analysis revealed that of 33 schools 
which offered an undergraduate course in 
“systems,” 21 dealt primarily with design 
and installation, whereas 12 were con- 
cerned primarily with the study of existing 
systems of specific industries. This analysis 
serves to indicate approximately the na 
ture of “systems” courses being offered 
today. 
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Of note is the fact that 26 of the schools 
included in the analysis offer no course 
whatever in this area, and that only 24 
schools offer the preferred three semester 
hours. 


MISCELLANEOUS COURSE OFFERINGS 


Although the above sections have in- 
cuded an analysis of the bulk of the work 
recommended for adequate education in 
accounting as it now exists in the standard 
four-year curriculum, there are other 
courses which, to varying degrees are of- 
fered in the various schools, and some men- 
tion should be made of them here. 

Although none of the Committees, used 
herein as a pattern for curricula evaluation 
made any mention of the study of govern- 
mental accounting, it was interesting to 
note the prevalence of this course in the 
undergraduate curriculum. With 44 of the 
schools offering courses in governmental 
accounting, it is apparent that there is 
more complete coverage of this subject 
than was found in accounting systems, 
even though the latter has been specifically 
recommended for undergraduate account- 
ing education by both of the Committees, 
whereas governmental accounting has not.’ 


‘For further discussion of proper treatment of 
courses in governmental accounting, see Robert P. 
Hackett, “Governmental Accounting in The Education 
of the Public Accountant,” AccounTING REVIEW, 
Dec., 1938, and Hermann C. Miller, ‘‘Place of Govern- 
mental Accounting in the Syllabus,” AccouNTING 
Review, July 1939. 
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With the exception of governmental ac- 
counting, no other single course appeared 
with any consistency in the various college 
offerings. ““Mathematics for the Account- 
ant” (or similar titles) is offered at eight 
schools, as is “Machine Accounting.” “‘Ac- 
counting for Banks and Similar Institu- 
tions” and “Accounting for Fiduciaries 
and Estates” were each offered by three 
schools in the undergraduate curriculum. 
No attempt was made in this analysis to 
determine the extent of “Internship Plans 
in Accounting,” since a recent survey by 
the Committee on Education of the Ameri- 
can Institute of Accountants presented a 
thorough report on this phase of the train- 
ing.® 

CONCLUSIONS 


This analysis serves to indicate approxi- 
mately what is being done to prepare pro- 
fessional accountants on the undergradu- 
ate level in the leading Schools of Business 
in the country today. In certain areas this 
preparation seems to be short of the high 
standards which are becoming increasingly 
important for adequate professional educa- 
tion. It would seem that attention should 
be focused on those points of difference be- 
tween existing curricula and the needs and 
desires of the profession. 


6 John W. McEachren, “‘Vigorous Educational Pro- 
gram is Necessary for Continued Professional Growth,” 
Journal of Accountancy, February, 1949, p. 101. 


THE CASE METHOD OF TEACHING 


ACCOUNTING’ 


RvusSsELL H. HASSLER 
Harvard University 


HE HARVARD BUSINESS SCHOOL and 

the case method are so commonly 

associated, that anyone teaching at 

Harvard should, I suppose, be considered, 
per se, an expert in the case method. 

I am afraid, however, that you are vic- 
tims of an unfortunate deception—I don’t 
know how to define the case method, let 
alone tell of the case method of teaching 
accounting. I am sure that the case method 
as a term is what Stuart Chase has called 
a “high order abstraction.” It does mean 
something different to each individual who 
professes to use it, and it probably has 
many other meanings to many other 
people. 

Before I attempt any discussion of the 
teaching of accounting by the use of the 
case method, let me share with you my 
inquiries into what the case method is. 

Most proponents of the case method re- 
fer to its complete opposite as the lecture 
method, in which the instructor occupies 
the center of the stage and sets forth his 
views as if from on high. 

The case method of teaching, of course, 
uses a case as its teaching vehicle and a 
case has been defined as a written exposi- 
tion of one or more business problems. So 
far I’m on safe ground. Merely using some- 
thing called a case will not do for a defini- 
tion. An instructor may assign a case, and 
then in class occupy as much of the stage 
to expound his views as the most confirmed 
lecturer. This is not the case method. Case 
method teaching techniques do vary widely 
from the lecturer to the devotee of the non- 


* This paper was presented at the annual meeting 
of the American Accounting Association at Ann Arbor 
on September 8, 1949. 


directional method who acts mainly as 4 
moderator never expressing an opinion. 
These techniques vary due to the differing 
personalities and abilities of the instructor 
as well as with differing course objectives 
and data. 

Recently a research assistant at the Har. 
vard Business School in writing of the case 
method identified three factors which are 
common to the various ways and tech- 
niques used in the case method of teaching 
at this School. I have found this definition 
by identification of common factors very 
useful and I should like to try out the three 
factors on you. These common factors are: 

1. A focus on a business experience. 
This experience which is the case empha- 
sizes the fact that in business “all things 
aren’t equal.” The student is forced to 
deal with the uncertainties, imperfections 
and problems of personalities, that char- 
acterize the business world. 

2. A focus on the particular vs. the 


general. The case method strives to con- | 


sider a topic in a specific situation requiring 
decision and action and attempts to avoid 
the consideration of a topic in general 
only. 

For example, in accounting for stock 
dividends, the case method would focus on 
the specific problem of accounting for a 
particular stock dividend declared by a 
particular company, not on the general 
question of how stock dividends should be 
recorded. 

3. A focus on student participation. The 
case method emphasizes the active pat- 
ticipation of students in case analyses and 
resulting decision for action. This partici- 
pation is not conceived to be the question 
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and answer technique of instructor and 
student, but the participation of a student 
in contributing toward a solution rather 
than receiving it. Many of the men most 
skilled in the use of the case method be- 
lieve this participation is the most impor- 
tant single factor in the learning process 
through the case method. 

Probably all forms of teaching have as 
their objectives the imparting of a fund of 
knowledge and a development of the per- 
sonal skills and abilities of students to 
utilize this fund of knowledge. One of the 
distinguishing features of the case method 
is its emphasis upon the development of 
the personal powers of the student for an- 
alysis, judgment and the ability to make 
and carry out decisions. The acquisition of 
knowledge of business facts, principles, 
rules, organizations, etc., is necessary, of 
course, but is framed in the light of use 
rather than as an end in itself. 

Now, how can the case method be used 
in the teaching of accounting? The field of 
accounting well illustrates one of the basic 
points of debate in the use of the case 
method, i.e., the questions as to how much 
factual data, principles, theories or con- 
ventions need be known before a person 
can attack a problem, and how best can 
this body of knowledge be communicated 
to the student. This problem contrasts 
with the fields of marketing and human 
relations both of which successfully use the 
case method. In marketing and human re- 
lations we do not have the body of accepted 
tules as in accounting, and these fields lend 
themselves therefore more readily to the 
development of knowledge from a situa- 
tional standpoint. In the teaching of medi- 
cine we have what some believe is a field 
analogous to the teaching of accounting. 
Here at the start, the medical student has 
to memorize the names of the bones of the 
body. At this point there is no concern 
with use or analysis, all analytical or diag- 
nostic case work comes later after all es- 
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sential background data have been learned. 
In accounting the basic bookkeeping pro- 
cedures may be considered on the same 
level of knowledge to be learned as neces- 
sary background. 

Let me illustrate this problem in the ac- 
counting area. In teaching accounting for 
stock dividends the traditional approach 
would be to assign first a chapter on divi- 
dends in such and such book, then Ameri- 
can Institute of Accountants Accounting 
Research Bulletin No. 11, and then assign 
a problem or problems illustrating this 
material. The proponent of the case meth- 
od, however, would first present a case 
covering, if possible, a real stock dividend. 
The student would be required to deter- 
mine the issues involved, and to present 
his answer, being prepared to defend it 
against alternatives. His use of reading 
material and bulletins would all be con- 
nected with and incidental to the specific 
attack on the case at hand. Issues and 
alternatives are present in this problem, 
and the answer is not a simple application 
of a memorized formula. This does not 
mean to assert that only those standard 
procedures subject to memory application 
should be taught by other than the case 
method. Very few outside of the most de- 
vout purists of the case method would urge 
the conduct of all accounting classes solely 
with cases as subject matter. There is need 
for every variety of teaching device in so 
vast an area. Accounting instruction has 
long made use of practice sets, problems, 
and records of defunct businesses. These 
all are “‘cases’”’ and are aimed at the same 
goal of learning by doing. 

What can the case method do better? 
The case method does offer advantages in 
fulfilling the objective of stimulating stu- 
dents to expand their powers of independ- 
ence, insight and judgment. It forces stu- 
dents to pick their way through conflicting, 
non-typical, and often incomplete prob- 
lems and still keep their feet. Recently I 
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read a letter from a public accountant to a 
well-known college accounting teacher. 
The accountant chided his professor of ten 
years ago for the professor’s announced 
preference for depreciation reflecting re- 
placement values. The chief complaint of 
the accountant was that the professor had 
taught the accountant a depreciation con- 
cept based on historical cost, and it was 
upsetting to have the professor change his 
teachings and beliefs. I doubt if this inci- 
dent could ever occur to a practitioner of 
the case method. The student would have 
learned early to decide for himself without 
help from the gospel as set forth by his 
learned teacher. The case method also of- 
fers the opportunity to meet one of the 
most commonly heard criticisms of ac- 
countants—that the accountant is a practi- 
tioner of special skills operating with ex- 
tremely large blinders. You may feel that 
this criticism is trite and unwarranted, but 
it is so widespread that it cannot be dis- 
regarded. The case method offers a natural 
means through which the influence and im- 
pact of all areas of a business can be seen 
to affect and be affected by the accounting 
area. This method provides a constant 
emphasis upon the effective use of account- 
ing data by people in all departments of an 
organization and drives home the fact that 
the operation of an accounting department 
is not an end in itself. 

The emphasis of the case method on the 
use of cases depicting real situations is an- 
other plus factor. My urging the use of 
real or “‘live’’ cases can be classed as advice 
which is cheap, the remedy for which is 
expensive. This need not be so. A full pro- 
gram of case collection is costly, but there 
is much data which can be developed from 
S.E.C. material, published corporation re- 
ports, and data furnished by interested 
graduates. It may be said that the same 
principles are present in a manufactured 
problem as in a real case, and it is argued, 
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in addition, that the descriptive matter, 
usually part of a case, may detract from 
attention to the real issues involved. The 
ardent case man will assert that these very 
distractive and perhaps irrelevant data aid 
the student in his adjustment to his job on 
leaving the academic halls. The advantage 
of the real case may be primarily psycho- 
logical, but it is powerful. 

I’m sure all of you have had experiences 
in which students have focused their at- 
tention on what they consider improbable 
data or lack of clarity in problem material, 
“Tf only the problem had stated what the 
partnership agreement meant; the author 
should have been more specific, or,—the 
excess of investment is ten times the assets 
acquired in this consolidation problem, 
this isn’t real and the author is just trying 
out his pet theory.” Such attitudes can 
lead to a rejection of the problem itself and 
the creation of a set of artificial postulates 
which may satisfy only the student. The 
case method with real experiences is ac- 
cepted by students and they see both the 
necessity of working with incomplete data 
and also the need for precise and careful 
expression in business transactions. 

This aura of reality and familiarity does 
much to stimulate the interest and partici- 
pation of a student. If the psychologist is 
right when he says that you can’t teach 
a student anything—he learns by his own 
action, then anything that heightens 
interest and participation is good peda- 
gogy. 

I would like to close with a plea for more 
consideration of pedagogical problems. 
Sometimes we are inclined to treat the 
problems of improving teaching methods 
as belonging to schools of education, and 
our concern to be only of problems of ac- 
counting. It is gratifying to have the Amer- 
ican Accounting Association devote a good 
share of its program time at the annual 
meeting to problems of pedagogy. 
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THE COURSES IN TAX ACCOUNTING’ 


W. E. DICKERSON 
Ohio State University 


tion of courses in tax accounting or 

discussing the methods of instruc- 
tion which might be most effective, I want 
to review with you the responsibilities of 
the accountant in connection with tax 
work. The nature and extent of the tax 
work ordinarily done by accountants are 
important considerations in deciding mat- 
ters of organization and method, if the 
tax accounting courses are to provide pro- 
fessional training. 

Federal, state, and local tax returns are 
usually prepared either in the accounting 
department of the taxpayer or by a public 
accountant. In either case, the accounting 
department must assemble the information 
required by the various taxing agencies. 
Also, the chief accounting officer should 
provide counsel and guidance in connec- 
tion with management decisions which 
may involve tax consequences. Unfor- 
tunately, this last mentioned service is 
often neglected and possible tax economies 
overlooked. 

The public accountant’s work with taxes 
isno less extensive. Even though he is not 
called upon to prepare the tax returns for 
his client, he must review the tax work 
done both as to compliance with the law 
and regulations and as to the correctness 
of the liability determined. Engagements 
involving the design or revision of ac- 
counting systems usually call for a knowl- 
edge of the information needed for tax pur- 
poses. Tax guidance to his client, where the 
need exists, is another service which the 
public accountant should be able to offer. 

Whether employed by the taxpayer or 
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* This paper was presented at the annual meeting of 
the American Accounting Association, Ann Arbor, on 
September 9, 1949. 


engaged in public practice, accountants 
are likely to devote a considerable portion 
of their time to tax matters. In the course 
of their tax work, they will encounter many 
difficult problems. Application of tax law 
to specific situations often requires the 
most careful reasoning and the making of 
decisions which have important tax con- 
sequences. In many instances, the relation- 
ship of current tax decisions to the tax 
practices of past and future years must be 
recognized. Even after the returns are filed, 
the accountant is frequently called upon 
to represent the taxpayer in conferences 
with government agents. 

The interest of accountants in tax mat- 
ters is reflected in their periodical liter- 
ature. Articles on tax subjects are numer- 
ous and some of the journals include tax 
discussion sections. Meeting programs of 
the various accounting organizations sup- 
ply additional evidence of that interest as 
tax topics are numerous. 


THE PLACE OF TAX ACCOUNTING IN 
THE CURRICULUM 


With tax work holding such a prominent 
place among the activities and interests of 
accountants, it seems proper that training 
in tax accounting should be given a prom- 
inent place in any curriculum for account- 
ants. Of course, the number of class hours 
devoted to this subject must be in propor- 
tion to the rest of the accounting courses 
but the increased importance of the subject 
matter should not be overlooked. A review 
of the federal income tax provisions is no 
longer full measure for students who plan 
to become accountants. In addition, they 
should have the opportunity to become 
acquainted with the tax work of the ac- 
countant in its full scope. 
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The prerequisites for the tax accounting 
courses should include sufficient account- 
ing theory and practice to establish an 
understanding of accounting terminology, 
the different methods of reporting income 
and expense, inventory valuation methods, 
the distinction between capital and revenue 
expenditures, depreciation and depletion 
methods, and the factors which enter into 
the determination of gain or loss on prop- 
erty disposals. 

The required work in tax accounting 
should be taken as soon as the prerequisites 
have been completed. It creates an aware- 
ness of tax situations which is helpful in 
the study of auditing and systems and is 
needed in any review of CPA problems. 
Advanced courses in tax accounting can be 
offered for seniors or made a part of the 
graduate program. 


OBJECTIVES OF THE TAX ACCOUNTING 
COURSES 


Students who specialize in accounting 
should acquire a working knowledge of the 
federal, state, and local tax provisions 
which have widest application. They should 
be familiar with the different phases of 
the accountant’s work with these taxes. 
Finally, they should have the opportunity 
to meet and deal with tax situations which 
arise in the ordinary course of the account- 
ant’s work. Here then, are the major 
objectives of the required work in tax 
accounting. 

Advanced courses might have one or 
more of several objectives. 


1. Familiarity with some of the federal income 
tax provisions which were omitted in the 
elementary courses. 

2. Experience in dealing with the more diffi- 
cult tax problems. 

3. Knowledge of the administrative organiza- 
tion and procedures of the taxing agencies. 

4. Familiarity with the federal estate and gift 

taxes. 

. Knowledge of tax avoidance methods and 

the possibilities of tax planning. 


wm 
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ORGANIZATION OF TAX ACCOUNTING 
COURSES 


I wish I could tell you just what subject 
matter should be included in the tax ae. 
counting courses, what sequence should be 
followed, and the proper emphasis to be 
given each topic, but I have not yet found 
the answers to these questions. However, 
I can sketch for you the courses which are 
offered at the Ohio State University. Al- 
though some revisions are already in pros- 
pect and others will follow, the courses as 
they now stand have proved quite satis- 
factory. 

The first course in tax accounting intro- 
duces the student to the basic federal in- 
come tax provisions and their application 
to individual taxpayers. After learning of 
the different classes of taxpayers subject to 
this tax and computing tax liability when 
net income is known, the student turns to 
a study of gross income and allowable 
deductions as defined by the law. This 
material is covered rapidly and most of 
the problems which arise in connection 
with the determination of the amount of 
income to be reported or the amount of an 
expense which may be deducted are avoided 
until the student has gained an under- 
standing of the main features of the law. 
Upon completion of this preliminary study, 
the student should know the items that 
enter into the determination of net in- 
come subject to tax and be able to prepare 
simple tax returns. Next, he is asked to 
review his study of gross income and allow- 
able deductions, giving due consideration 
to some of the more difficult points such 
as gain or loss on property transactions, 
income from corporate distributions, and 
the deductions for losses. The examples 
and problems used up to this point illus- 
trate the application of the income tax law 
to individual taxpayers. The course is 
brought to a close by a brief study of the 
application of the law to estates and trusts. 
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The Courses in 


The application of federal income tax 
law to business entities is covered in the 
second course of the tax accounting se- 
quence. Tax provisions which relate to 
partnerships and corporations are studied 
at this time. This section of the work is 
followed by a study of several of the other 
taxes with which accountants must work. 
These include the payroll taxes, the state 
franchise tax, the state personal property 
tax, state and municipal income taxes, and 
the state sales tax. Discussion of these 
taxes is limited to those features which 
are of professional interest to the account- 
ant and is completed in a few weeks. The 
remaining weeks are devoted to study of 
the tax provisions relating to accounting 
methods and records, inventories, depreci- 
ation, depletion, property disposals, and 
operating loss deductions. 

Although the subject matter and organi- 
zation of the two courses just described is 
similar to the basic tax course offered by 
most institutions, there are several differ- 
ences worthy of note. The inclusion of 
work on state and local taxes is probably 
the most striking difference. These topics 
were added very recently. The change was 
suggested by the comments of alumni who 
reported on their experiences and prospec- 
tive employers who inquired about the tax 
courses taken by our graduates. It gives 
recognition to the problems and tax plan- 
ning possibilities that are presented by 
these state and local taxes as well as to the 
fact that preparation of these returns often 
demands considerable ability. Many of 
these state and local taxing agencies pro- 
vide little in the way of regulations or 
instructions to guide the taxpayer. Con- 
sequently, the element of judgment may 
affect the entries on the return to a con- 
siderable extent. Although the preparation 
of these returns is ordinarily less difficult 
than the preparation of federal income tax 
returns, it is work that cannot safely be 
treated as routine. Also, the time which 


Tax Accounting 


175 


the accountant must devote to state and 
local taxes makes them an important part 
of his tax work. 

It is a bit unusual to defer the study of 
tax provisions pertaining to accounting 
methods, inventories, depreciation, deple- 
tion, and property disposals until the end 
of the course. This sequence is desirable, 
however, where a study of state and local 
taxes follows the work on the federal in- 
come tax in that it permits consideration 
of federal, state, and local tax provisions 
at one time. The regulations of the differ- 
ent taxing agencies with respect to depreci- 
ation, for instance, can be compared and 
the relationships between them more 
easily noted. 

Division of the basic tax accounting 
material into two courses with the first one 
emphasizing the viewpoint of the individ- 
ual is not typical. However, this arrange- 
ment makes it possible to meet the needs 
of students who desire some knowledge of 
the federal income tax and its significance 
for the individual taxpayer but have little 
interest in the tax work of the accountant. 
Although the first course was introduced 
less than a year ago, it has already attracted 
a considerable enrollment of students from 
other departments. For the students 
specializing in accounting, the course 
serves as an introduction to the tax field 
and provides an understanding of the 
fundamentals of federal income tax law 
which is essential for the work of the fol- 
lowing course. 

These two courses are required of all 
accounting majors. There are two other 
tax accounting courses offered, both of 
them elective. They are pitched at the 
graduate level and are designed to meet 
the needs of students who plan on some 
degree of specialization in tax work. 

The first of these graduate courses is 
titled ‘‘Advanced Tax Problems.” It is in 
part a continuation of the federal income 
tax instruction that was started in the 
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preliminary courses. The work includes a 
more intensive study of certain tax pro- 
visions such as those relating to the net 
operating loss deduction, transactions of a 
corporation in its own securities, unreason- 
able accumulation of surplus, personal 
holding companies, inventories, officers’ 
salaries, and corporate distributions. Other 
provisions of the law such as those dealing 
with corporate reorganizations and the use 
of the installment sales method of report- 
ing income are introduced for the first 
time. There are three other major divisions 
of the subject matter covered in this 
course: (1) the federal estate and gift tax 
provisions, (2) tax planning, and (3) the 
organization and work of the taxing agen- 
cies. 

The other graduate course is listed as 
‘*Post-filing Tax Problems.” A better title 
must exist and suggestions will be welcome. 
The title is accurate enough but is not 
very informative. Following are the main 
divisions of subject matter covered in the 
course: (1) the preparation of tax refund 
claims, revenue agents’ reports, and pro- 
tests against the assessment of additional 
tax; (2) conferences between taxpayer and 
government representatives; and (3) re- 
view of some of the tax provisions and 
practices which lead to disagreements be- 
tween taxpayer and government. The 
course is organized around a number of 
cases in which the correctness of the origi- 
nal return can be questioned. There is no 
sequence of topics other than that which 
results from following established pro- 
cedure under such conditions. 

There is nothing unusual about the Ad- 
vanced Tax Problems course. The content 
is about what would be expected and the 
differences in organization of subject mat- 
ter are of little significance. In contrast, 
the other graduate course has some new 
and interesting features. By using actual 
cases and having the students assume the 
duties of either government agent or tax- 


The Accounting Review 


payer’s representative, the practical as- 
pects of the course are emphasized. In fact, 
the experience gained in consulting the 
tax services, preparing reportsand protests, 
and participating in conferences is very 
similar to the experience of actual practice, 


INSTRUCTION MATERIALS 


Text material from which the student 
may gain a knowledge of the tax law is 
readily available in the case of federal 
taxes. The Internal Revenue Code, the 
Income Tax Regulations, specimen tax 
return booklets, and one of the standard 
textbooks on federal taxes provide all the 
information needed and more. Text materi- 
al on state and local taxes is more difficult 
to obtain. In some cases, copies of the tax 
laws and regulations are available for 
distribution. More often it will be neces- 
sary for the instructor to write up the text 
material on these state and local taxes. 

In addition to text material on the tax 
laws, the student of tax accounting should 
have access to the tax services and be 
required to become sufficiently familiar 
with them to know not only what type 
of information is available in tax services 
but also how to use the service. Experience 
with these services should be directly help- 
ful after graduation. It will also assist in 
establishing the practice of referring to 
authoritative sources in connection with 
tax matters. 

A knowledge of tax laws is of little value 
unless it can be applied to specific cases. 
In order that the student may learn to 
apply the tax provisions successfully, he 
must have an opportunity to practice. 
The problem material provided with the 
textbooks is useful for this purpose. It is 
particularly effective when the student can 
check his judgment on the different deci- 
sions which are required without undue 


delay. The best practice for the accounting | 


student, however, consists of preparing 
tax returns from information descriptive 
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of tax situations such as the accountant 
meets in the regular course of his work. 
Problem material of this type is scarce and 
the instructor may have to provide most 
of it. 

If carefully written, these tax return 
problems can be made to serve a number 
of purposes. With a complete trial balance 
and supplementary data on the details to 
be found in certain accounts and the tax 
return of the prior year, the student will 
prepare a tax return under near normal 
contitions. He will get experience in one 
phase of the accountants’ tax work as 
well as practice in the application of the 
tax provisions to specific cases. Among the 
problems there should be one with sufficient 
detailed information to permit completion 
of all the schedules on a corporation tax 
return. A tax work sheet might be a 
requirement of such a problem. There 
should also be several occasions to work 
with the surplus reconciliation as it is 
likely to prove difficult on the first few 
returns. With a number of returns to be 
prepared, there should be an opportunity 
to comment on quality of workmanship 
displayed and to encourage high standards. 

A description of the work involved in 
assembling the data needed in connection 
with the preparation of a tax return and 
comments on the sources of information 
can be written into these problems. They 
will serve to make the problems much more 
realistic. This feature is particularly help- 
ful in the case of individual taxpayers who 
often fail to keep records. For instance, 
the data on income could be presented as 
information appearing on the employees’ 
wage report (Form-W-2), a broker’s ad- 
vice, or a real estate agent’s report. In the 
determination of basis for depreciation or 
gain or loss on sale, the accountant might 
be described as consulting corporation 
transfer agents, brokers, real estate agents, 
old financial journals, or court house 
records for the essential information. An- 
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alysis of check book stubs would be a 
typical source of data on allowable de- 
ductions. Included as a part of a problem 
the student grasps these suggestions on 
procedure without effort. He will not find 
them in any textbook but they will add 
to his ability and confidence in handling 
tax work. 

There are still other objectives of the 
instructor in tax accounting, the attain- 
ment of which can be facilitated by these 
problems. One of the very important ob- 
jectives is alertness to tax considerations. 
Knowledge of the tax laws and skill in 
looking up doubtful tax points are of 
limited value unless the tax problems are 
recognized. That alertness to tax consider- 
ations is best developed by the use of 
problems of the type under discussion. 
Since there are always a number of points 
involved, it is only necessary to make sure 
that the problem includes one or more 
points which may be easily overlooked. 
For example, one of the depreciable assets 
may have been acquired in a tax-free ex- 
change and its basis be different from the 
cost which appears on the records, or the 
stock ownership and income of a corpora- 
tion may place it in the classification of a 
personal holding company. After several 
failures to recognize the tax aspects of 
such situations the student becomes more 
careful. 

State and local income, franchise, and 
personal property tax returns can be pre- 
pared from these same problems. With the 
addition of a few details, the problems 
provide all of the information that is neces- 
sary. Use of the same statement of facts 
as the basis for work with a number of 
different taxes has distinct advantages. The 
student should get a more accurate im- 
pression of the accountant’s work with tax 
returns. The relationship between the 
different taxes will stand out more clearly. 
A saving in time and effort for both student 
and instructor also results. Whether or not 
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the same problems are used is a secondary 
matter. In any case, the tax return prob- 
lem is very helpful in teaching state and 
local taxes. 

Text material covering most of the topics 
included in advanced tax courses is avail- 
able but it is scattered through a number 
of different books and periodicals. For- 
tunately, the limited number of students 
permits an extensive use of library re- 
sources and no textbook is required. Ma- 
terial on such topics as the work and re- 
ports of internal revenue agents may have 
to be supplied by the instructor. 

Problem material suitable for use in con- 
nection with the advanced courses is 
scarce. There is nothing available on such 
a subject as tax planning, for instance, 
despite the fact that problems can be used 
very effectively in pointing out the oppor- 
tunities for tax planning and emphasizing 
the tax economies that may result. In the 
case of the Post-filing Tax Problems course, 
which is built around a series of problems, 
all the material had to be written up by 
the instructors. 


INSTRUCTION METHODS AND TECHNIQUES 


Much of the instruction pertaining to 
the tax work of the accountant must be 
given in the class room. The text material 
is of little assistance as most of it is written 
without reference to the accountants’ inter- 
est in taxes. Problem material requiring 
the preparation of tax returns is helpful 
but the work involved does not acquaint 
the student with all aspects of the ac- 
countant’s tax work. Following are some 
of the topics which the instructor should 
plan to cover in class in order to meet the 
needs of accounting majors: 

1. The relations between taxpayers and taxing 
agencies. The accountant should be in- 
formed on the organization and procedures 
of the taxing agencies, the authority of their 
representatives, and the rights of the tax- 
payer in case of error or disagreement. 


2. Customary practices in reporting for tax 
purposes. The accountant should know the 
expectations of the different taxing agencies 


in the matter of supporting data, the usual | 


procedure in the case of doubtful items, the 
conditions under which estimates are ac. 
acceptable, and the manner in which the 
estimates should be made. 

3. The relationship between tax requirements 
and the accounting system of the taxpayer, 

4. Tax saving possibilities. The accountant 
must learn to recognize an opportunity to 
minimize taxes on sight. Not only must he 
take advantage of all options which are 
provided by law but he should point out to 
management possible alternatives which 
would result in tax economies. 

5. The relationship between the tax returns of 
different years. The accountant should be 
fully aware of the effect of current year de- 
cisions and existing practices on the tax 
liability of future years. Unless he consid- 
ers these future consequences his tax plan- 
ning will be shortsighted and frequently 
unwise. 


These topics can be presented in the form 
of lectures but the results will be much 
better if the various points are introduced 
at appropriate times in connection with 
the discussion of related matters. 
Considerable class time is required for 
purposes of commenting on the provisions 
of the tax laws and pointing out basic 
principles which will help the student 
understand the law and improve his judg- 
ment in applying the different provisions. 
This is also true for the problems, especial- 
ly if they are of the tax return type. No 
doubt it would be possible to lecture on the 
tax laws and the preparation of tax returns. 
Most instructors will choose the class dis- 
cussion method, however, as it seems far 
better adapted to the subject matter and 
the needs of the students. An occasional 
short written quiz on some major point in 
the current reading assignment is helpful 


in keeping the student up to date on his | 


part of the work. ; 
If the tax return type of problem 3s 
used extensively, it might be desirable to 
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have some of these problems worked under 
supervision during laboratory periods. In 
this manner the student would be given 
the benefit of individual guidance and com- 
ment in the preparation of returns. This 
method of instruction would be especially 
suitable for use with the longer problems 
in which federal, state, and local tax re- 
turns are required. In fact, a problem in 
which the student is instructed to set up a 
tax calendar for a business concern and to 
prepare a number of the tax returns listed 
thereon, could qualify as a practice set. 

Group discussions and the presentation 
of individual reports by members of the 
class are appropriate for the advanced 
tax courses. With smaller classes, a higher 
average of ability, and the common back- 
ground of the elementary courses, it is 
possible to increase greatly the amount of 
student participation. In fact, the instruc- 
tor in such a course as Post-filing Tax Prob- 
lems would spend most of the class time on 
the side lines while individual students 
presented reports or held conferences. He 
would, of course, join the other members 
of the class in commenting on the subject 
matter covered and the manner of presen- 
tation. Incidentally, student interest in 
this course has been exceedingly high and 
the results very satisfactory. 

It is important that the student establish 
ahabit of reference to authoritative sources 
before he completes the elementary course. 
To accomplish this he must overcome his 
inclination to depend on memory. The 
instructor can encourage the practice of 
reference in several ways. Occasional refer- 
ence to the code during the course of class 
discussions sets an example. Permission to 
use text material during midterm and final 
examinations provides an incentive to de- 
velop skill in looking up specific points. 
An individual report by each student, the 
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preparation of which will require him to 
spend some time with one of the tax 
services, should acquaint him with the 
possibilities of reference work and con- 
vince him that it is an accepted practice. 


SUMMARY 


A brief summary will serve to emphasize 
some of the more important points in- 
cluded in the comments on tax accounting 
instruction. First and foremost, tax in- 
struction for students who are specializing 
in the field of accounting should reflect 
both the nature and extent of the account- 
ant’s tax work. A two or three credit hour 
course on the federal income tax does not 
meet this requirement. In addition, there 
should be instruction in the problems and 
techniques of assembling and reporting the 
information needed for tax purposes and 
an introduction to the possibilities of tax 
planning. These topics are of much greater 
interest to the accountant than the study 
of controversial matters involving inter- 
pretation of the law. The latter can and 
should be referred to a tax specialist. 
Furthermore, the subject matter covered 
should include state and local taxes with 
which the accountant must deal, if the 
instruction is to reflect fully the nature of 
his tax work. Available text materials deal 
at length with the tax laws and the inter- 
pretation thereof but give little attention 
to the activities of the accountant in con- 
nection with taxes. This topic can be 
covered most effectively by providing the 
student with experience which is similar 
to that of actual practice. A series of prob- 
lems requiring the preparation of tax re- 
turns and comment on the tax aspects of 
specific business situations will serve this 
purpose, if the facts are stated in sufficient 
detail and the usual sources of such in- 
formation either reproduced or described. 


| 

| 
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THE AUDIT OF OVERHEAD IN COM. 
PANIES HANDLING BOTH COM.- 
MERCIAL AND GOVERN- 
MENT CONTRACTS" 


Louts E. ZRAICK 
Atomic Energy Commission, Office of New York Directed Operations 


postwar industrial developments will 

be the consideration of the subject of 
overhead as it applies to government con- 
tracts. Many types of contracts are being 
written today to meet the varying condi- 
tions of procurement of materials. The 
principal types which are being negotiated 
are (1) fixed price agreements (either unit 
price or lump sum), (2) contracts whereby 
the price is redetermined at some stage of 
completion or delivery, (3) contracts which 
provide for reimbursement of all allow- 
able costs, (4) cost plus-a-fixed-fee con- 
tracts which are similiar to cost reimburse- 
ment contracts except that they also pro- 
vide for a fixed fee (the basis for which is 
usually an estimated cost of the con- 
tract), and (5) time and material contracts. 
The legal and accounting requirements of 
each type of contract differ. Of the three 
elements of cost to be reimbursed, the 
most difficult of application to contracts is 
usually overhead. 


I IS BELIEVED that one of the major 


OVERHEAD DEFINED 


In the early days of cost accounting, all 
expenses other than prime cost were ac- 
cumulated and the result was referred to 
as “overhead.” Today, many industrial 
organizations divide their plants in ac- 
cordance with production processes, and 
because of the departmentalization of ac- 
tivities, overhead is being classified by 

* The views expressed are those of the author and 


do not necessarily express those of the Atomic Energy 
Commission. 


functions. Current concepts classify over- 
head under three general headings: 


1. Manufacturing (or shop), 

2. Engineering indirect expenses, 

3. Commercial (including selling, ad- 
ministrative, and general). 


It should be noted that overhead is a 
collective term and it refers to all items of 
cost other than prime cost. It may be said 
to include all indirect expenses which can- 
not in the first instance be charged directly 
to a product. 

Overhead has been defined by one writer 
in the following words: 

“Overhead expense consists of all costs prop- 

erly chargeable to the product other than the 

material which enters into and becomes a 

part of the finished product and the labor 


expended upon such material to change its 
form, shape, or nature.” 


MANUFACTURING OR SHOP BURDEN 


The items of indirect expense that are 
usually found under this caption will in- 
clude indirect labor and salaries, operating 
supplies, expense tools, utility expense, 
maintenance and repairs, employees’ in- 
surance and payroll taxes, shop losses,’ 
fixed charges, and miscellaneous charges. 
There are many items of cost which are 
common to all manufacturing plants while 

1B. C. White, ‘What is Overhead,” Journal of 
Accountancy, June, 1945, p. 450. 

2 Shop losses include the cost of defective work which 
is scrapped, defective material and product reworked, 
factory guarantee, cost of manufacturing delays, lost 


time, obsolete stock scrapped, and other sundry shop 
losses. 
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other types of expenses are peculiar to 
certain industries either because of the 
nature of operations or because of the 
specific terminology that is employed. 
Most overhead costs are accumulated 
through journals or journal vouchers. Ex- 
pense summaries provide much of the de- 
tail which support these entries. When 
burden centers are used the operating ex- 
penses are usually accumulated on manu- 
facturing expense reports which are pre- 
pared each month or at other periodic 
intervals. 


NON PRODUCTIVE DEPARTMENTAL 
BURDEN 


Any department which is not directly 
engaged in production but which may 
carry on activities for the benefit of other 
departments may be classified as a service 
department. Non productive departments 
usually fall into five main groups: (1) de- 
partments engaged in the purchase, inspec- 
tion, and handling of materials, (2) service 
departments carrying on specific activities, 
(3) engineering departments, (4) depart- 
ments handling the packing and shipping 
of merchandise and (5) administrative and 
general departments, i.e. accounting, legal 
patents, payroll, sales. Service departments 
may be set up for maintenance, employ- 
ment, toolroom, welfare, production meth- 
ods, etc. The layout of the plant, the scope 
of activities that are being carried on, and 
the need by management for various types 
of cost data are factors which frequently 
will determine the number of service de- 
partments that are needed. 


ALLOWABLE COSTS 


For companies handling both commer- 
cial and government contracts, the compu- 
tation of overhead invariably involves 
many difficulties. Sometime ago this view 
was summed up in the following words: 


“The problem in distinguishing between the 
overhead costs assignable to (a) war contracts 
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and (b) normal production, in a plant doing 
both kinds of work, will vary with (1) the 
basis for pricing the government sales and (2) 
the extent to which the government items 
differ from those made normally.” 


Many government contracts either iden- 
tify the items of overhead to be reim- 
bursed or append to the contract a state- 
ment of inadmissible costs as set forth in 
Section XV of the Armed Services Pro- 
curement Regulations which became ef- 
fective on March 1, 1949. 


PRELIMINARY AUDIT STEPS 


It can rightly be said that no manual 
can take the place of good judgment and 
ingenuity on the part of the auditor. Time 
and effort should be devoted only to those 
matters which will produce information of 
significant value to the government. It is 
impracticable here to set forth all the neces- 
sary audit steps and procedures to fit the 
widely varying situations that may be 
found but it may be well to touch upon the 
salient points. 

At the outset the auditor should make a 
general survey of the contractor’s organiza- 
tion, plant, products, and processes. At- 
tention may well be given to the following: 
production facilities, production capacity, 
personnel policies, internal control, and 
overhead arrangements with other govern- 
ment agencies. A chart of accounts and 
an organization chart should be obtained. 
The auditor should make inquiry as to the 
type of cost accounting system employed 
whether or not the cost records are con- 
trolled by the general books of account, 
the departmentalization of activities, and 
the divisions of cost. In cost reimburse- 
ment type of contracts it is usually desir- 
able to obtain from the contractor a state- 
ment of accounting principles which are 
being followed. It is important for the 
reader to bear in mind that there is no 
W. Specthrie, “The Distribution of Overhead 


Costs in Companies Handling Both Normal and War 
Contracts.” NACA Bulletin, December 15, 1942. 
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standard form of statement in general use. 
The statement will usually cover the han- 
dling of certain types of expense and meth- 
ods of accounting in use. The matters 
which are usually set forth in a written 
memorandum include the methods of pric- 
ing inventory, the handling of accruals and 
deferred charges, depreciation policies and 
the treatment of scrap and other income 
items. If standards are being employed, the 
auditor should find out if overhead costs 
have been adjusted for variances. If 
government furnished facilities are being 
operated by the contractor, the auditor 
should obtain a list of such facilities. The 
propriety of the bases of overhead ap- 
portionment should be justified. Where 
CPFF contracts represent a major propor- 
tion of the contractor’s business, the audi- 
tor will consider the desirability of examin- 
ing the minutes of stockholders’ and direc- 
tors’ meetings. 


AUDIT PROGRAM 


The auditor may find it helpful if he 
reviews the working papers of the previous 
audit. This will furnish him with a back- 
ground of essential information to develop 
an effective audit program. Before com- 
mencing the field examination, the auditor 
should request the contractor to exclude 
from all schedules of overhead the items of 
cost not allowed under provisions of the 
Armed Services Procurement Regulations. 
The contractor should likewise eliminate 
any item of expense that is fully reimburs- 
able under the contract. Such items of cost 
may include plant guards, special tooling, 
plant rearrangement costs, personnel train- 
ing, overtime labor and traveling expenses. 
Certain items usually classified as “other 
income”’ by the contractor should be dis- 
cussed, and if they apply to items of over- 
head cost, they should be reflected in any 
revised schedule of overhead. The auditor 
should determine that physical inventories 
of supplies and indirect materials on hand 
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in storerooms are taken at the end of the 
fiscal period and that the appropriate over- 
head accounts have been adjusted ac. 
cordingly. The auditor would be remiss 
in his duty if he did not determine that all 
items which have been treated as expenses 
either by accruals or by setting up of 
liabilities have been paid when due. The 
auditor should exclude from overhead any 
costs resulting from idle and excess facili- 
ties which are not necessary at the time of 
the audit and which will not be necessary 
for the performance of the contract, after 
consideration has been given to stand-by 
requirements. The auditor may not always 
be in a position to make this determination 
alone, and he should discuss the matter 
with the contracting officer or other offi- 
cials of the government. 

In all audits of overhead the auditor will 
examine the general ledger accounts hav- 
ing a bearing on overhead as well as the 
factory cost ledger. The auditor will like- 
wise review journal entries set up at the 
end of the period with particular attention 
to write-offs of deferred charges. The 
auditor should obtain schedules covering 
the principal items of factory cost: deprec- 
ation, repairs, insurance, expense tools, 
plant rearrangement, shop losses, and sun- 
dry expenses. In reviewing the items of 
overhead the auditor should give attention 
to items which are large in amount, un- 
common in nature, or which because of 
the circumstances, appear particularly to 
concern the interests of the government. 
All journal entries setting up reserves of 
one kind or another should be scrutinized, 

The contractor’s policies in respect to 
payment of bonuses should be submitted 
to the contracting officer or to his repre- 
sentative. The auditor should note in the 
audit working papers all bonuses which are 
based upon the amount of profits. These 
should be excluded from costs for contract 
purposes. Other items of cost which may 
receive attention by the auditor follow: 
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the credit items such as purchase returns, al- PREPARATION OF AUDIT REPORT 
ver- — lowances, refunds, trade and cash dis- 


, There is no rigid formula or set pro- 
ac- counts; outbound freight and cartage ex- 


; cedure for preparing reports covering over- 
miss penses; patent expenses; premiums on the head studies. The auditor’s findings should 
t all lives of officers; commissions. Action taken always be written in clear and concise 
nses on some of these items may be reflected in language and with an orderly presentation 
» of the record of contract negotiations. Those of significant information. The scope of 
The who are interested further in this subject 4). report should include the following: 
any will find it helpful to study Part 5 of the origin of the study, a summary of findings 
.cili- Armed Services Procurement Regulation. jp. scope of the aiaiiiicniliae details of 
eof In Paragraphs 15-205, and 15-502 the ip. auditor’s findings, re 


saty — reader will find set forth in some detail 344 conclusions. and such pertinent exhib- 
after [| examples of items which are disallowed, 4, and schedules as may be necessary in 
| and others which may require special con- instance 


ways } sideration by both contracting parties. 
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COST ACCOUNTING FOR 


MOTOR FREIGHT LINES 


VAL B. LEHNBERG 
University of Southern California 


HE ACCEPTED principles of cost ac- 
counting may be applied to the trans- 
portation of property by motor 
trucks in such manner that the cost of 
hauling each class will be determined. 

At the present time motor freight car- 
riers, both common and contract, are re- 
quired by governmental regulatory com- 
missions to maintain uniform systems of 
accounts and to submit annual reports.! 
While these accounts are very detailed 
with minute divisions and subdivisions of 
both revenue and expense, they do not 
reveal the cost of transporting property, 
because there is no method of apportioning 
or allocating the expenses to the particular 
service being rendered. 

In order to introduce a cost method, let 
us assume that “A” owns one truck and 
that only one kind of merchandise is being 
transported over a specified route. Let us 
also assume that the driver is paid ten 
dollars per day to make one round trip.” 
The truck is of special design and repre- 
sents an expenditure of $2,400. It is esti- 
mated that the truck will last 120,000 
miles in this particular type of work and 
that mileage will be the proper factor in 
determining the depreciation, and not the 
number of years operated. This assump- 
tion is made in order to classify deprecia- 
tion as a variable expense instead of a con- 
stant expense, which it would be if time 
were used to determine the amount of de- 
preciation. The out-of-pocket expenses for 
gasoline, oil, repairs, and other miscellane- 


1 The Interstate Commerce Act (Washington, D. C., 
United States Government Printing Office, April 1, 
1941), Sec. 204, p. 106. 

2 For simplicity , social security taxes and compensa- 
tion insurance are disregarded at this time. 


ous items average eighteen dollars and 
fifty cents per day. There are no terminal 
expenses and no rent, for the truck is 
parked in the street. The statement of this 
case may appear to be somewhat unreal; 
however, it represents quite fairly the con- 
dition of many truck operators during the 
formative stage of motor transportation. 

This truck carries an average of five tons 
of merchandise, for which the owner is 
paid six dollars per ton. The truck oper- 
ates daily except Sunday, and during the 
first year it made three hundred trips. The 
truck is loaded one way only and returns 
empty. The owner is not experienced in the 
trucking business or in its accounting meth- 
ods, so he makes a summary of his year’s 
work as follows: 


Income from hauling................ $9,000 
Out-of-pocket expenses: 
Other miscellaneous’ ex- 


However, this statement does not make | 


any provision for the variable expense of 
depreciation. In the original assumption, 
the life of the truck was estimated to be 
120,000 miles and the cost of the truck was 
$2,400. Therefore, since the truck was 
operated 30,000 miles, the depreciation for 
the first year would be one fourth of 
$2,400, or $600. When this additional ex- 
pense is taken into consideration, the 
owner has suffered a loss of $150, instead 
of making a gain of $450 as computed in 
his first summary. 

Since the owner’s capital is sunk in this 
special equipment, the operation will have 
to be continued; and it would be advisable 
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to continue, because the out-of-pocket ex- 
penses are less than the revenue and, there- 
fore, the excess of revenue over the other 
variable expenses will be a contribution to 
depreciation. 

The owner now has to decide on a meth- 
od of either reducing his expenses or in- 
creasing his revenue. His expenses are at 
aminimum, but the truck is now operating 
at only one half of its capacity because of 
the empty return trip. In trucking termi- 
nology, this condition would be described 
as a load factor of fifty per cent. Since in 
our assumption there is no property avail- 
able for the return haul, the operator must 
turn his attention to obtaining more rev- 
enue from the outbound trip. 

In the fields of transportation, both rail 
and highway, all property offered for ship- 
ment is separated into classes, which are 
assigned different rates. There are many 
factors used to classify items of merchan- 
dise, but the two most important ones are 
weight and space. When one speaks of a 
combination of these two factors, it is 
called density. The classification of prop- 
erty is necessary, because different rates 
are applied to the separate classes of prop- 
erty by the carrier. The cost of handling 
and carrying a particular shipment is one 
of the prime considerations, but it is not 
the only one. 

The individual truck operator will en- 
deavor to select a load that will produce 
the maximum revenue for the minimum 
amount of expenses. 

Truck operator “‘A”’ with one truck now 
has this problem. When the truck is loaded 
to its full weight capacity of five tons, the 
body is only one half full. There would be 
ample space for fifty per cent more mer- 
chandise, and it could be carried if this 
additional load did not increase the weight, 
which is already at full capacity. 

It has been determined by a survey, in 
which all the general merchandise for a 
day was both measured and weighed, that 
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fourth-class matter, because of its greater 
density, occupied approximately one 
fourth of the space of first-class items of 
the same weight. In other words, if the 
truck were loaded to its full capacity with 
fourth-class shipments, it would be over- 
loaded one hundred per cent of its weight 
capacity; and if the same truck were 
loaded to its full space capacity with first- 
class shipments, it would be loaded to only 
fifty per cent of its weight capacity. Since 
at this point in the assumptions no other 
factors for the determination of cost have 
been introduced, the line haul cost per one 
hundred pounds of transporting first-class 
merchandise may be estimated at two 
times that of fourth class. 

Operator “A” could then haul either 
two and one-half tons of first-class prop- 
erty or five tons of fourth class. He has 
averaged five tons of fourth class the past 
year. While it is true that the operating 
expenses would be slightly less for the 
lighter load, the saving would be small, 
because the driver’s wages would still re- 
main at ten dollars. “‘A’’ estimates that 
there would be little change in his average 
daily expense of thirty dollars and fifty 
cents, which includes an allowance for de- 
preciation, so he computes as follows: 


$30.50 divided by 23 tons equals $12.20 per ton 
$30.50 divided by 5 tons equals $ 6.10 per ton 


It may appear from the above that an 
attempt to handle first-class merchandise 
would result in even a greater loss; how- 
ever, the freight rate per ton is almost 
fifty per cent greater for first class than 
it is for fourth. For example, the fourth- 
class rate on shipments of 4,000 pounds or 
more for a distance of ninety to one hun- 
dred miles in California is thirty cents per 
one hundred pounds. The first-class rate 
for the same weight group and distance is 
forty-three cents per hundred pounds. 


3W. S. Johnson, Cost and Rate Studies of Valley 
1938), Lines (unpublished material, Fresno, California, 
1938). 
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After “A” considers these facts, he esti- 
mates that it will be possible for him to 
handle approximately one ton of first-class 
merchandise and approximately four tons 
of fourth-class commodities. When the 
truck operates under these conditions, 
with all the other assumptions unchanged, 
the estimated average revenue would be: 


One ton Ist class at $.43 per cwt...... $ 8.60 
Four tons 4th class at $.30 per cwt.... 24.00 
Total Daily Revenue.............. $32.60 


By dividing the load between these two 
classes of merchandise, the operator has 
increased the average daily revenue from 
$30 to $32.60, without increasing expenses 
or the total weight of the load. This 
change, when computed on an annual basis 
of three hundred round trips, results in a 
profit of $630. Under the previous come 
parative operation the loss was $150. 

The method of assigning or allocating 
the total expenses to the two classes of 
merchandise transported now confronts 
the single operator. While his position is 
relatively simple, the principle is the same 
as that of even the most complex opera- 
tion. In this case the facts are plain be- 
cause it has been stipulated that all of the 
charges are variable. There are no terminal 
expenses, no administrative expenses, and 
no constant expenses. 

The problem is to divide the $30.50 of 
variable expenses between one ton of first- 
class matter and four tons of fourth-class 
matter. It should be recalled that first-class 
property loads the truck completely in re- 
lation to space, but that this quantity by 
weight uses only one-half of the truck’s 
weight capacity. From this it is deduced 
that the cost of transporting fourth-class 
merchandise should be one-half that of 
first class. In the problem, the ratio is one 
ton to four tons of fourth class. The cost 
was $30.50 for five tons or $6.10 per ton. 
It is apparent that the expenses should not 
be distributed on a straight ton basis. A 
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weighted ton allocation would be more 
accurate. 

By using the data developed in this case 
and from the previous assumptions, a com- 
putation for the distribution of the vari- 
able expenses could be made, as shown in 
Table I. 

TABLE I 


METHOD OF DISTRIBUTING VARIABLE LINE Hav. 
EXPENSES TO Two CLASSES OF PROPERTY 


Let x equal cost per ton for first class 


Then: 
.20x plus .80(.50x) equals $30.50 divided by 5 
.20x plus .40x equals 6.10 
.60x equals 6.10 


equals 10.167 


Num- PerCent Cost 


ber of of Ex- per Total 
Tons pense Ton 
First Class 1 100 $10.167 $10.167 
Fourth Class 4 50 5.033 20.333 
Total Expense Distributed............. $30.50 


In Table I first-class shipments repre- 
sent twenty per cent of the load and 
fourth-class matter eighty per cent. Since 
first class was found to weigh only one-half 
of the truck’s full weight capacity when 
the entire space was occupied, the operator 
could haul only one-half the number of 
tons; therefore, the cost would be two 
times as much per ton. Fourth class occu- 
pies only one-half the space when loaded 
to full weight capacity; therefore, a full 
tonnage can be handled. In the case under 
study, a full twenty per cent of the ex- 
penses has been charged to first class, but 
only fifty per cent of eighty per cent has 
been charged to fourth class. In Table I 
these percentages have been represented 
by decimals. 

A complete understanding of the rea- 
soning behind the allocation of expense to 
cost in Table I is most essential. In this 
table the distribution is only between two 
classes; but later, as “A” expands and 
enters into other types of hauling, the dis- 
tribution becomes more complex, but the 
formula remains constant. 

The territory in which “A” operates is 
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developing, and there is a good oppor- 
tunity for expansion. Before purchasing 
additional equipment, an investigation is 
made of the type of property that will be 
handled, the length of haul, and the po- 
tential revenue. The last is secured by re- 
ferring to freight classifications and rate 
schedules to determine the rate per ton or 
rate per hundred pounds. When these 
rates are applied to an estimate of the 
goods to be transported, the approximate 
revenue is established. 

The original truck in this case had a 
capacity of only five tons. It is found that, 
while the operating expenses for gasoline, 
oil, tires, and other miscellaneous items 
would be higher for a ten-ton truck, the 
driver’s wages per hour of running time 
would be the same. There would be addi- 
tional standing time, because it would take 
longer to load ten tons than it would take 
to load five tons. 

Therefore, a ten-ton semitrailer is pur- 
chased for $6,000. This piece of equipment 
consists of a tractor and semitrailer, but 
the entire piece is generally referred to as 
a semitrailer. When this equipment is 
added, the two trucks start operations for 
the new period handling general merchan- 
dise. However, the line is still able to func- 
tion with no terminal expense. This stipu- 
lation is made to limit the cost method to a 
simple line haul. The variation from the 
previous situation is that now many classes 
are being transported. 

In the case of two classes only, it was 
explained that the amount of expense 
chargeable to first-class items per ton 
should be two times the amount charged 
to fourth-class items per ton. 

The weight-space relationship of first-, 
second-, third-, and fourth-class shipment 
was determined in the study previously re- 
ferred to, made for the Valley Motor Lines, 
who operate between San Francisco and 
Los Angeles by way of Fresno. All these 
points are within the State of California. 
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In that study the distribution is made in 
odd and fractional percentages, because 
actual shipments were weighed and meas- 
ured. In the demonstration of principles 
that follows, the figures will be rounded 
off to facilitate understanding and to sim- 
plify their handling. 

The proprietor of the line finds that it is 
now necessary to change the compensation 
paid his two truck drivers from ten dollars 
per day with no overtime to one dollar per 
hour with time and one half for all over- 
time. This results in practically no change 
in the total wages paid, but the new meth- 
od of computing earnings conforms to 
the union provisions. In addition to the 
one dollar per hour, the operator will have 
certain additional out-of-pocket expenses 
that are directly related to payroll. State 
employment compensation insurance is 
two and seven-tenths per cent, Federal 
unemployment insurance three tenths of 
one per cent, and Federal old age benefit 
insurance one per cent. This is a total of 
four per cent for all Social Security taxes. 
There is also compensation insurance of 
two dollars and eighty-five cents per hun- 
dred.* Therefore, the total for wages per 
hour is not one dollar, but $1.0685 as com- 
puted below: 


California Unemployment Insurance. . .027 
Federal Unemployment............. .003 


Federal Old Age Benefit............. 01 
Workmen’s Compensation........... 


Total Wage Expense per Hour... $1.0685 


Since all of the above expense items are 
in direct proportion to wages paid, they 
can be grouped together. Any treatment 
accorded wage expense will apply equally 
to these items. 


4C. G. Anthony, Study of Cost of the Transportation 
of Used Property, vis: Household Goods, Personal 
Effects and Office and Store Fixtures and i pment 
Between Points in California by Bekins Van Lines, Inc. 
(Lyons Van Lines, unpublished material, Los Angeles, 
1946), Schedule G. 
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There are also some expense accounts 
the amount of which is a percentage of 
gross freight revenue. In California all 
motor freight revenue is taxed three per 
cent. This is called the “Gross Receipts 
Tax.” An additional tax of one-fourth of 
one per cent is levied by the California 
Railroad Commission. These two taxes 
combined amount to a total of three and 
one-fourth per cent of the gross operating 
receipts. Cargo insurance is another ex- 
pense based on gross revenue. The rate 
used was one and four-tenths per cent. 
These three items are part of the variable 
expenses of operation, but for cost ac- 
counting purposes it is more precise to de- 
duct them from revenue. When they are 
handled in this manner, there is no ques- 
tion concerning the method of determining 
their distribution or allocation. The treat- 
ment of expenses that are in direct relation 
to revenue would be: 


California Railroad Commis- 
.25% 
Gross Receipts Tax........ 3.00 
Cargo Insurance.......... 1.40 4.65 
Net Revenue................. 95.35% 


Now let us turn to an assumption of two 
trucks hauling four classes of merchandise 
over a route of approximately one hundred 
miles. The expenses are all variable, but 
certain items have been grouped with pay- 
roll and certain other expenses with gross 
revenue. The owner estimates that the new 
truck will last for 200,000 miles on this 
route, but he disregards scrap value and 
makes no special provision for computing 
depreciation on the three tires which were 
on the semitrailer when purchased. 

At the end of the year, “A” summarized 
his operations as presented in Table II. 

5 Deering’s California Codes, Revenue and Taxation 
Code of State of California, Compiled by Publisher’s 


Editorial Staff (San Francisco: Bancroft-Whitney 
Company, 1944), Division 2, Part 4, Sec. 9651. 
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In reviewing the operating statement, 
the owner finds that the profit of $647.62 
is not in keeping with the amount of risk 
involved, and that it is not proportionate 
to his investment. 

The trucks represent an expenditure of 
about $8,000, which should earn eight per 
cent in the trucking field. A uniform rate 
of interest, however, has not been estab- 
lished for motor transportation com- 
panies. Some authorities advocate six per 
cent. The courts have taken the position 


TABLE II 


ProFit AND Loss STATEMENT FOR “‘A” TRUCKING 
ComPaANy OPERATING Two Trucks TRANS- 
PORTING GENERAL MERCHANDISE 


Gross Revenue from Operations........ $17,520.00 | 
Less: 

Gross Receipts Tax...... $ 525.60 

Calif. Railroad Comm... . 43.80 

Cargo Insurance......... 245.28 814.68 | 
Net Revenue from Operations.......:.. $16,705.32 
Variable Expenses 

Social Security Taxes. ... 288 .00 

Workmen’s Compensation 205.20 

,650.00 

Oil and Grease.......... 214.50 

Tires and Tire Repairs... 1,700.00 

Depreciation............ 1,500.00 

Total Variable Expense........... $16,057.70 


generally that what is a fair rate of return 
for one company is a confiscatory rate for 
another, and entirely too liberal for a 
third. 

A further study of the operating state- 
ment reveals that even with the additional 
ten-ton semitrailer the revenue did not in- 
crease in proportion to the tonnage capac- 
ity added. With a five-ton capacity the 
revenue was $9,000, but with a fifteen-ton 
capacity the revenue was only $17,520. 


Ford K. Edwards, Principles of Motor Trans porta- 
tion (New York: McGraw-Hill Book Co., 1933), p. 
298. 


The re 
the ad 
portiol 
sectior 
ing, fo 
have b 
oline 


on tire 


pen 


| opera 
| vious 
Wh 
the fu 
ton. 
$16,0 
three 
$3.57 
Ho 
cates 
capac 
porte 
be di 
on th 
The « 
2,500 
ried 
classe 
the 
TI 
weig 
capa 
ing 0 
not | 
class 
used 
be as 
First 
Seco 
Thir 
Four 


0.00 | 


Cost Accounting for Motor Freight Lines 


: The revenue should have been $27,000, if 


the additional capacity produced in pro- 
portion to the original truck. The expense 
section of the statement is more encourag- 
ing, for it reveals that substantial savings 
have been made. The bulk purchase of gas- 
oline and oil and favorable ‘‘fleet” prices 
on tires and truck parts have reduced the 
operating expenses, in relation to the pre- 
vious period. 

When one truck was used on the route 
the full capacity ton cost was $6.10 per 
ton. But in this period the expenses were 
$16,057.70 for a fifteen-ton capacity for 
three hundred trips, or $53.52 per trip. 
Therefore, the cost per ton would be 
$3.57, if a full load is assumed one way. 

However, the revenue for the year indi- 
cates that the trucks were not loaded to 
capacity. The total merchandise trans- 
ported was 2,500 tons. The net expenses to 
be distributed were $16,057.70, as shown 
on the profit and loss statement, Table II. 
The cost per ton is $16,057.70 divided by 
2,500 tons, or $6.4231. This figure is car- 
tied to Table III for distribution to the 
classes of merchandise transported during 
the year. 

There was either too much unused 
weight capacity or too much unused space 
capacity, or probably both. The transport- 
ing of merchandise at too low a charge can- 
not be sustained, because the same freight 
classification and the same rate tariff were 
used. An analysis of “‘A’s” freight bills may 
be assumed to disclose the following: 


Rate 


Class Tons per Cwt Revenue 
First 500 $.430 $ 4,300 
Second 400 .385 3,080 
Third 600 .345 4,140 
Fourth 1,000 .300 6,000 

Total 2,500 $17 ,520 


The operator now distributes the ex- 
penses to the various classes transported 
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in order to determine the class or classes 
which are handled at a profit and those, if 
any, which tend to cause a loss. This is 
done in accordance with the formula de- 
veloped and explained earlier and pre- 
sented in Table I. The only difference be- 
tween the data presented for the previous 
period, Table I, and the data for the pres- 
ent period, Table III, is that the former 
involves two classes and the latter four 
classes. 

The cost per ton for all classes is com- 
puted by dividing the total tons trans- 
ported into the total expenses as shown on 
profit and loss statement, Table II. It 
should be noted that these expenses do not 
include those revenue expenses which vary 
directly with the revenue. 

In comparing the potential capacity 
with the tons handled, it is evident that 
there is entirely too much unused truck 
capacity. If the trucks were fully loaded 
both ways, they have a capacity of 90,000 
tons. 

The capacity of one truck is five tons 
and that of the semitrailer ten tons. They 
made three hundred trips with a total ca- 
pacity of fifteen tons per trip. This would 
be 45,000 tons one way, or 90,000 tons for 
both ways. However, the total freight 
handled was only 25,000 tons, or 27.7% of 
capacity. This in trucking parlance is 
called a load factor of 27.7, and indicates 
the efficiency of the equipment in opera- 
tion. There is no standard set for load fac- 
tor, but it was found to vary from 45 on 
the ten-mile hauls to 55 on the four hun- 
dred-mile hauls, in a study for the Califor- 
nia Railroad Commission covering over six 
thousand one-way trips and more than 
sixty-seven million pounds of freight.’ In 
the other study for the Valley Motor 
Lines, a load factor of 55.9 was found to 
exist. In the case of operator “‘A,’”’ the load 

7¥Fred H. Chestnut, Study of Cost of Transporting 
Property in Motor Trucks Between Points in California 


(San Francisco: California Railroad Commission, Sept. 
20, 1937), p. 30. 
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factor of 27.7 is far below the average and 
is the principal cause of the poor financial 
showing made in the last period. 

Before a comparison can be made be- 
tween revenue and cost by classes, it is 
necessary to deduct revenue expenses from 
gross revenue. Earlier in this article net 
revenue was determined to be 95.35% of 
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tively high space factor, should be charged 
with a full twenty per cent of the expenses, 
Second class, which is more dense, js 
charged with sixteen per cent of seventy. 
five per cent, third class twenty-four per 
cent of sixty per cent, and fourth class 
forty per cent of fifty per cent. In other 
words, the formula in Table IIT distributes 


TABLE III 


METHOD OF DISTRIBUTION VARIABLE LINE Haut EXPENSES 
TO Four CLassEs OF PROPERTY 


Let x equal cost per ton for first class 


Then: 

.20x plus .16(.75x) plus .24(.60x) plus .40(.50x) =$6.4231 

.20x plus .12x plus .144x plus .20x = 6.4231 

.664x = 6.4231 

x = 9.6733 

, Number Per Cent o Cost per Cost per 
Class Tons Expense y Ton Cwt Total 

First 500 100% $9 .6733 $.4837 $ 4,836.66 
Second 400 75 7.2550 .3628 2,902.00 
Third 600 60 5.8039 . 2902 3,482.38 
Fourth 1,000 50 4.8366 .2418 4,836.66 
Totals 25 $16,057.70 


gross revenue. Therefore, net revenue by 
classes may be computed as follows: 


Class Gross Per- Net 
Revenue centage Revenue 
First $ 4,300.00 95.35% $ 4,100.05 
Second 3,080.00 95.35 2,936.78 
Third 4,140.00 95.35 3,947 .49 
Fourth 6,000.00 95.35 5,721.00 
$17,520.00 $16,705 .32 


The four classes of merchandise trans- 
ported should carry their respective share 
of the expenses. The total property hauled 
during the year was 2,500 tons, which was 
distributed by classes as follows: 500 tons 
first, 400 tons second, 600 tons third, and 
1,000 tons fourth. This distribution when 
expressed as a percentage of load would be: 
twenty per cent first, sixteen per cent sec- 
9nd, twenty-four per cent third, and forty 
per cent fourth. The percentages are shown 
in Table ITI as decimals. It is reasoned that 
first-class property, because of its rela- 


expenses in direct relation to the quantity 
handled in each class, and also in relation 
to the weighted percentages assigned to 
each class. When the formula is solved, 
these expenses are allocated as shown in 
Table ITI. 

It should be fully understood that there 


are many other cost factors to be consid- | 
ered in addition to the weight and space 


factors that received attention in Table 
III. The intention here is to analyze only 
revenue obtained by applying published 


rates and cost computed by a weight and | 


space formula. 

In Table III the percentages have been 
rounded off for ease in handling. In a 
actual survey where all shipments are 
weighed and measured, first class would 
still be one hundred per cent, but second, 


third, and fourth would vary. However, | 


the percentages used are substantially cor- 
rect and serve the purpose of spreading the 
expenses to cost under the assumptions 
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made, for at this point principles and meth- 
ods are being stressed. 
A comparison of cost and net revenue 


follows: 
Net Profit 
Class Revenue Cost or Loss 

First $ 4,100.05 $ 4,836.66 $736.61* 

Second 2,936.78 2 ,902 .00 34.78 
Third 3,947 .49 3,482.38 465.11 
Fourth 5,721.00 4,836.66 884.34 
$16,705.32 $16,057.70 $647.62 

* Loss 


The cost figures by classes were taken 
from Table III, and the net revenue figures 
} from the last summary. 

It should be clear from the above that 
+ “A” lost over seven hundred dollars in 
| handling first-class property. On second 


Cost Accounting for Motor Freight Lines 191 


class he made a small gain; but the profit 
lay, to a great extent, in the third- and 
fourth-class brackets. 

This statement of profit and loss by 
classes is only tentative, because there are 
many other relevant factors to be consid- 
ered. The percentages of load will vary. 
Also, the percentages of expenses to be 
assigned to the various classes will change. 
However, when a sufficient number of 
actual studies have been made to supply 
factual data, standard percentages can be 
determined. When these standard per- 
centages are applied to expenses, the cost 
of transporting merchandise over a line 
haul can be established. 

The method developed here may be ap- 
plied to pick-up and delivery operations 
at the terminal, with some variations. 


April, July, and October. 


ASSOCIATE MEMBERSHIP 


in the 
AMERICAN ACCOUNTING ASSOCIATION 
can be obtained by students in the United States 
FOR ONE DOLLAR PER YEAR 


; Such membership includes a subscription to the ACCOUNTING REVIEW, which 
is mailed directly to the student. This is a quarterly publication, with issues in January, 


WRITE FOR A SUPPLY OF APPLICATION BLANKS 


AMERICAN ACCOUNTING ASSOCIATION 
College of Commerce and Business Administration 
University of Hlinois 
URBANA, ILLINOIS 


THE TEACHERS’ CLINIC 


S. Paut GARNER 


Eprror’s Note: Many of the experienced teachers, as well as some of the new ones, have developed 
devices and techniques for the presentation of certain of the knotty aspects of accounting, and it is 
felt that such suggestions might well be made available to the other members of the teaching profession 
through The Teachers’ Clinic. Accordingly, contributions are hereby invited. Please address all corre- 
spondence to S. Paul Garner, School of Commerce and Business Administration, University, Alabama. 


A THIRD USE VALUE OF ACCOUNTING 


A. C. LitTLETON 
University of Illinois 


The study of accountancy may be said 
to possess three primary use values: (1) 
as a foundation for a professional career 
in public accounting, (2) as providing 
knowledge of an information service for 
business management and investors, (3) 
as one way of learning disciplined thinking 
about dealing with data. The first two uses 
are well known and need no elaboration 
here. The third use value is the sort usually 
attributed to mathematics and statistics. 
But accounting also insists on accurate 
identification of detail and the organiza- 
tion of data in a meaningful way. Its study 
at the university level provides some of the 
same kind of beneficial discipline as these 
other subjects, and therefore it possesses 
general educational values in addition to 
the more strictly technical values for stu- 
dents of business management and profes- 
sional accounting. 

By dealing with concrete situations and 
specific procedures, the study of account- 
ing can contribute a good deal to the stu- 
dent’s grasp of enterprise activities, thus 
laying a foundation for many later courses 
in other subject matter. By dealing exten- 
sively with problems of converting actions 
into data and of classifying data into 
highly informative categories, the study of 
accounting fosters a respect for facts and 
a sensitiveness to classification truth ver- 
sus classification untruth. By dealing with 


data for classification and compression, it 
can put students in touch with some very 
useful aspects of logic. Not by furnishing 
examples of syllogistic logic, it is true, but 
by making clear the consequences (distor- 
tions) that flow from illogical classification 
and inappropriately defined or poorly 
named categories. 

Fully as generally useful as the above is 
the understanding accounting can give of 
the way that known objectives exercise 
control over actions taken in regard to data 
accumulation and use. Accounting has gen- 
eral use value also because of the aware- 
ness it gives of interrelations. Account data 
are full of interrelations; in fact, making 
understandable the interrelations inherent 
among business transactions is an impor- 
tant duty of accounting. 

These facts clearly show that accounting 
in its modern manifestations is far from 
being the simple clerical routine usually 


covered by the term “bookkeeping.” By 


working with data where perceiving inter- 
relations is highly important, one acquires 
an awareness that significant interrelations 
exist everywhere; an awareness of the 
existence of variations or gradations in the 
significance of all kinds of facts; an aware- 
ness of limitations that attach to the con- 
clusiveness of even factual evidence. 


Use values such as these have been 
clearly recognized as lying in the study of | 


accoul 
a wid 
matte: 


Gro 
to hel, 
efficie! 
ageria 
and cx 
are: (1 
tabula 
latter 
as ac 
sched 
variet 

The 
inates 
separé 
the ta 
(numl 
advan 
under 
chang 

The 
used 
tainin 
umns 
from | 


| 
| 
| | 
Chez 
Cha 
p 
Che 
Che 
d 
Chi 
four. 


The Teachers’ Clinic 


accounting. Because of this, there has been 
) a widespread acceptance of the subject 
+ matter as useful outside of a purely occu- 
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pational framework for a career in account- 
ing as such. 


MODIFIED TABULAR PRESENTATION OF 


GROSS PROFIT VARIATIONS 


H. N. Broom 
i Baylor University 


Gross profit variations may be computed 
to help in the determination of managerial 
efficiency and the proper amounts for man- 
agerial bonuses, and to help in planning 
and controlling profits. Common solutions 
are: (1) report form, via formulas; and, (2) 
tabular form. As usually presented, the 
latter shows variety and volume variations 
as a combined figure, requiring a separate 
schedule in report form to divide this into 
variety and volume variations. 

The procedure advocated herewith elim- 
inates this extra schedule, and obtains 
separate variety and volume variations in 
| the table itself, by adding one data column 
| (numbered 3 in the solution below). The 
advantages of compactness and ease of 
understanding are fully retained; the 
change is solely one of technique. 

The first four columns in the table are 
used to compile the data required in ob- 
taining the variations. The last five col- 
umns calculate and present the variations, 
from left to right, as follows: 


Change in total gross profit, budget to actual 

Change in gross profit due to change in sales 
price (units fixed) 

Change in gross profit due to change in unit 
cost (units fixed) 

Change in gross profit due to change in product 
distribution 

Change in gross profit due to change in number 

of units sold (gross profit rate fixed) 


The first variation is the sum of the other 
four. 


Problem 
Actual units sold: 


Product A, 1,000; sales price, $50 per unit; 
cost price, $30 per unit 

Product B, 500; sales price, $36 per unit; cost 
price, $20 per unit 


Budgeted units sold: 


Produt A, 1,000; sales price, $48 per unit; 
cost price, $30 per unit 

Product B, 1,000; sales price, $40 per unit; 
cost price, $25 per unit 


Prepare a tabular analysis of gross prof- 
it variations for Morris Corporation, for 
1948. 


Calculation of Amounts for First Four Col- 
umns 


Inasmuch as Product A and Product B 
data are similarly obtained, these calcula- 
tions are exemplified for Product A only. 
Column 3, of course, applies only to totals. 

Column 1 presents actual units sold, by 
products, at actual sales prices and costs 
per unit, as follows: 

Sales = 1,000 units X$50 per unit = $50,000 

Cost of Sales=1,000 units x$30 per unit = 

$30,000 


Column 2 presents actual units sold, by 
products, at budgeted sales prices and 
costs per unit, as follows: 

Sales = 1,000 units X$48 per unit =$48,000 

Cost of Sales=1,000 units X$30 per unit = 

$30,000 
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Column 3 presents actual units sold, in 
total, at average budgeted sales price and 
cost per unit, as follows: 

Sales=1,500 units X ($88,000 

units, as budgeted) = $66,000 

Cost of Sales =1,500 units X ($55,000 cost + 

2,000 units, as budgeted) = $41,250 


sales + 2,000 


Column 4 presents budgeted units sold, 
by products, at budgeted sales prices and 
costs per unit, as follows: 


Sales =1,000 units X$48 per unit = $48,000 


Morris Corporation 
Analysis of Gross Profit Variations, For the Year 1948 


Actual @ Budget 
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Cost of Sales =1,000 units X$30 per unit= 
$30,000 


In each column, sales minus cost of sales 
gives gross profit. 

It should be observed also that, after one 
understands the technique involved, these 
calculations are performed on scratch 
paper, and do not constitute a part of the 
formal solution. 


Solution 


Favorable and Unfavorable* 


Actual — Budget Gross Profit Variations 
Items a Item Total @ 
Actual @ Budget Sales 
Item Average Net Price Price Variety Volume 
1 2 3 4 1-4 1-2 2-1 2-3 344 
SALES 
A $50,000 $48,000 $48 ,000 $2 ,000 
B 18,000 20,000 40 ,000 2 ,000* 
Total $68,000 $68,000 $66,000 $88,000 
COST OF SALES 
A $30,000 $30,000 $30 ,000 $ 0 
B 10,000 12,000 25 ,000 2,500 
Total $40,000 $42,500 $41,250 $55,000 
GROSS PROFIT 
A $20,000 $18,000 $18 ,000 $2,000 
B 8,000 7,500 15,000 7 ,000* 
Total $28,000 $25,500 $24,750 $33,000 $5,000* $ 0 $2,500 $ 750 $8,250* 


COURSES FOR STUDENTS SPECIALIZING IN 
INDUSTRIAL ACCOUNTING 


DENNIS GORDON 
University of Akron 


What courses should accounting stu- 
dents take if they plan to enter industrial 
accounting? 

To answer this question for the benefit 
of students at the University of Akron, 
an educational guidance committee was 


formed by the Akron chapter of the Na 
tional Association of Cost Accountants. 
The University of Akron sought the 
assistance of the Akron chapter for the 
purpose of improving its curriculum and 
aiding the students who would be working 
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for employers represented by the wide 
membership of NACA. The University 
tumed to the Akron chapter because it 
includes accountants engaged in a wide 
range of activities, from the one-man ac- 
counting office to the controllers of some 
of America’s largest factories. All types of 
educational backgrounds, from those who 
studied their accounting by correspond- 
ence to graduates of colleges in every re- 
gion of the country are represented in its 
membership. 

Questionnaires listing the courses now 
being offered by the University of Akron 
were mailed to the entire membership. The 
accountants were asked to consider the 
courses from the standpoint of their con- 
tribution to a general education as well as 
io the vocational value. Opinions were so- 
licited as to which courses should be re- 
quired of students specializing in industrial 
and cost accounting, which should be elec- 
tive, and which should be omitted from the 
curriculum. 

There were two parts to the survey. One 
was an evaluation of the courses in the 
curriculum now required of all students 
majoring in business subjects (Exhibit 1). 
The second part related to elective courses 
offered by the Department of Commerce 
that might be selected in addition to the 
basic requirements by students interested 
in industrial accounting (Exhibit 2). 

The Akron chapter felt that the follow- 
ing courses should continue to be required 
of all Commerce majors: 


English (6 hours) 

Introductory Accounting (6 hours) 
Economics (6 hours) 

Business Organization 

Business Finance 

Statistics (4 hours) 

Business Law (6 hours) 

Production Management 

Business Policy (a course taken in the 
semester prior to graduation correlat- 
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ing the various business areas of 
study) 


In the judgment of the chapter, the fol- 
lowing electives offered by the Commerce 
Department should be required of all stu- 
dents planning to pursue industrial ac- 
counting careers: 


Cost Accounting 
Advanced cost Accounting 
Budgetary Control 
Intermediate Accounting 
Advanced Accounting 
Auditing 


A number of courses should no longer 
be required by one University, but made 
elective, according to the Akron chapter. 
These are: 


Introduction to Social Science 
Introduction to Humanities 
Introduction to Natural Science 
Hygiene 

Physical Education 

R.O.T.C. 

Salesmanship 

Typing 

Economic Geography 


Many of the members of the chapter 
were inclined to stress vocational courses 
at the expense of a broad general educa- 
tion. As one member stated, “I feel that 
all available material on accounting should 
be given in preference to other educational 
subjects as much as possible, without sac- 
rificing his cultural studies. The field of 
accounting, we realize, is broad, and cov- 
ers all types of businesses from which an 
individual will gain a great deal of educa- 
tion or value.” 

Another accountant said, ‘“The present 
system of requiring Commerce majors to 
take the required introductory courses 
should be corrected. A thorough course in 
English and Economics should be required, 
but the other required courses should re- 
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late more to business training.” 

On the other hand, the assistant cashier 
of a rubber company emphasized, “Intro- 
duction to Humanities is needed by anyone 
who has to live with or work with people. 
Economics and geography are beneficial 
to all as a basic understanding of our na- 
tional place in the world wide scene. It 
should help towards understanding our for- 
eign policy, which is not too well explained. 
In short, a good cost accountant should 
know the facts of our economic life.” 

The members seemed to feel, as one ac- 
countant replied, that “there should be 
required of all students additional English 
courses—not of the literary variety—but 
relating to report and essay work. This 
would enable the graduate to put his 
thoughts on paper.” 

Another member suggested ‘‘a course 
that would teach how to write accounting 
reports covering special studies and inves- 
tigations that are specific, brief, and com- 
plete.” 

The University of Akron is one of the 
relatively few schools that require the 
ability to type 40 words a minute of all 
its commerce graduates. One attitude 
toward this requirement was: “I don’t see 
the point in taking up valuable college 
time in learning to type. This skill should 
be learned in high school or business col- 
lege or at home.” 

Another member felt that it would be 
“nice to be able to type, but not essential.” 

Although courses in speech were not 
listed in the questionnaire, a number of 
members strongly emphasized the value of 
courses in this area. One industrial ac- 
countant pointed out that “many worth- 
while ideas are lost because the persons 
who have the ideas are unable to express 
them properly in written form or in meet- 
ings with their associates. The solution 
would seem to lie in placing greater em- 
phasis upon English composition and pub- 
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lic speaking, neither of which is sufficiently 
emphasized in the curriculum. If the col- 
leges had done their job, we would not see 
so many graduates who, realizing their 
deficiencies, join Toastmasters, etc., to get 
more training in this field.” 

An accounting machine salesman strong- 
ly feels that the best background for 
anyone interested in industrial accounting 
is “a good solid course in Engineering. A 
good industrial accountant must always be 
a good ‘shop’ man.” 

“Again I feel,” he continued, “that a 
couple of basic courses in the sciences, such 
as physics and chemistry would stand an 
industrial accountant in good stead. A 
good industrial accountant must first be 
able to see the entire picture through the 
eyes of the production men, then adapt his 
theories of their problems.” 

A public accountant concurs in this 
thought: “The more the industrial ac- 
countant understands about engineering, 
the better he will be.” 

Considerable stress was placed upon 
making the specialized courses practical. 
“T feel more emphasis should be given to 
the basic end results to be obtained from 
cost accounting,” one member con- 
mented, “and less time spent on the ‘deb- 
its equals credit’ detail.” 

“Emphasize as you are now doing, 
modern systems and actual practice in 
industry,” counselled another member, 
who has served as guest lecturer at the 
University of Akron. “I believe added em- 
phasis should be given to the practical use 
of cost figures as contrasted to the methods 
and theory of the science of compiling the 
figures.” 

Several members suggested making the 
curriculum more practical by providing 
field work. An internal auditor for a ma- 
chine shop recommended the allowing of 
credits toward graduation based on “pa- 
pers they prepare indicating what they 
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have learned or expressing opinions on 
some controversial subjects they have 
encountered in the field.” 

A course designed to familiarize students 
in accounting machines of all types was 
also recommended. 

The point of view toward courses in 
time and motion study seemed to be that 
an appreciation of these subjects was de- 
sirable, but stress on technical methods 
was not necessary, and perhaps these sub- 
jects could be combined. 

As one member reacted, “I do not be- 
lieve a cost accountant needs a specialized 
knowledge of time and motion study, blue 
print reading, and purchasing. However, I 
feel he should be exposed to it.” 

The recommendation of an assistant 
controller of a rubber company was to 
“leave time study, motion study, and 
federal taxation to the specialists.”’ He also 
reommended a course in “plain old- 
fashioned psychology” as did several 
others. 

There seemed to be the feeling that the 
industrial accountant would have all he 
could do to prepare for his own field with- 
out thinking of the C.P.A. certificate. A 
few members, however, felt that courses 
specifically preparing for the examination 
should be considered by the students. 

One interesting reaction to the curricu- 
lum as a whole was: “I am of the opinion 
that courses taken because they are re- 
quired are frequently forgotten unless the 
student is interested in them. Hygiene is 
a specific example. The important point 
for a person to know is where to obtain 
desired information when it is wanted.” 
The staff auditor of a rubber factory, 
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after looking over the variety of courses 
offered, commented that “the scope re- 
quired would almost necessitate a five 
year course.” 

It seems that our accountants in prac- 
tice today are tending to overlook the 
values inherent in a broad liberal arts 
foundation by stressing vocational educa- 
tion. There is no doubt that the account- 
ant today and tomorrow must be highly 
skilled in his art, but he must not acquire 
this skill at the expense of an understand- 
ing of other fields. Much has been written 
about this same problem in other profes- 
sions—men who spend so much time in 
studying medicine, law, engineering, etc., 
that they cannot consider intelligently 
problems that concern all men. 

In these areas the point of view of the 
“practical” accountant and the educator 
clash. The teacher sees the large number 
of students who do not know what they 
want when they go to college, and the 
hordes who change their vocational aspira- 
tions even after they graduate. It is indeed 
a rare student who enters college with a 
definite goal. Many business men and 
educators are coming to the conclusion 
that a five-year program is necessary to 
cover the goals of vocational and general 
education. Technical training, yes, because 
our graduates cannot appreciate culture 
without bread. 

Conditions change, jobs change, so the 
educator believes that a broad, firm foun- 
dation enables a student to progress voca- 
tionally much farther in the long run, and 
in addition, make him a whole, well- 
rounded person rather than a narrow tech- 
nician. 
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EXHIBIT 1 
EVALUATION BY MEMBERS OF THE AKRON CHAPTER, NACA, oF CoursES REQUIRED 
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OF ALL COMMERCE Majors AT THE UNIVERSITY OF AKRON, OHIO 


Should be Should be Doubtful Not No 

Required Elective as to Need Needed: Opinion 
2. Intro. to Social Science............ 36 24 24 8% 8% 
3. Intro. to Humanities.............. 26 24 26 13 11 
4. Intro. to Natural Science.......... 29 34 24 11 2 
6. Physical NT ce 34 40 19 2 5 
8. Introductory Accounting. 97 3 
9. Economics (6 hours).............. 94 6 
10. Business Organization. . 92 6 2 _ “= 
11. Salesmanship........ 39 50 10 1 a 
12. Typing. ; 23 40 21 16 — 
13. Economic Geography. . re ee 42 35 i5 6 2 
14. Production Management. Beatie 58 32 8 2 _— 
15. Statistics. 71 26 3 
16. Business Finance............ 81 19 — — 
17. Marketing........... 60 37 3 _— 
18. Business Law (6 hours)... 92 6 2 
19. Business Policy (seniors)...... 65 29 1 — 5 

EXHIBIT 2 


EVALUATION BY MEMBERS OF THE AKRON CHAPTER, NACA oF Courses THAT MAY BE SELECTED BY ACCOUNT- 


ING STUDENTS SPECIALIZING IN INDUSTRIAL ACCOUNTING AT THE UNIVERSITY OF AKRON, OHIO 


' Should be Should be Doubtful Not 

Name of Course Required Elective as to Need Needed 
2. Advanced Cost Accounting. . 84 16 
3. Budgetary Control........ 79 21 — — 
4. Auditing.. Ptafevacghcas 57 40 3 
5. Time Study... 40 57 3 
8. Production Planning and Control........ 45 52 3 — 
9. Drawing Interpretation—Sketching...... 16 25 45 13 
10. Personnel Management................. 16 60 15 9 
Personnel 14 59 16 11 
12. Shop Practice (Engineering)............. 10 61 27 2 
15. Intermediate Accounting................ 85 13 2 _ 
16. Advanced Accounting............. 82 16 2 —_ 
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PROFESSIONAL EXAMINATIONS 
A Department for Students of Accounting 


HENRY T. CHAMBERLAIN 


can Institute of Accountants and were presented as the second half of the No- 
vember, 1949 C.P.A. Examination in accounting practice. The candidates were 
required to solve both problems in four and a half hours. 
A suggested time schedule is given below: 


T= FOLLOWING problems were prepared by the Board of Examiners of the Ameri- 


Problem 1 50 minutes 
Problem 2 105 minutes 


No. 1 


The B. C. Manufacturing Company started in business on January 1, 1944, by ac- 
quiring three machines having a cost of $5,240, $4,000 and $4,400, respectively. Since 
that date the company has computed depreciation at 20% on the balance of the asset 
account at the end of each year, which amount has been credited directly to the asset 
account. All purchases since January 1, 1944 have been debited to the machinery ac- 
count and the cash received from sales has been credited to the account. 

The following transactions took place: 

(a) On September 30, 1944, a machine was purchased on an installment basis. The list price was $6,000, but 
12 payments of $600 each were made by the company. Only the monthly payments were recorded in the 
machinery account starting with September 30, 1944. Freight and installation charges of $200 were paid 
and entered in the machinery account on October 10, 1944. 

(b) On June 30, 1945, a machine was purchased for $8,000, 2/10, N/30, and recorded at $8,000 when paid for on 
July 7, 1945. 

(c) On June 30, 1946, the machine acquired for $5,240 was traded for a larger one having a list price of $9,300. 
An allowance of $4,300 was received on the old machine, the balance of the list price being paid in cash and 
charged to the machinery account. 

(d) On January 1, 1947, the machine which cost $4,400 was sold for $2,500, but because the cost of removal and 
crating was $125, the machinery account was credited with only $2,375. 

(e) On October 1, 1948, the machine purchased for $4,000 was sold for cash and the cash received was credited 
to the account. 

(f) The balance of the account on January 1, 1948 was $14,505.50, and on December 31, 1948, after adjustment 
for depreciation, it was $10,644.40. 


The company has decided that its method of handling its machinery account has not 
been satisfactory. Accordingly, after the books were closed in 1948, the management 
decided to correct the account as of December 31, 1948, in accordance with usual ac- 
counting practices, and to provide depreciation on a straight-line basis with a separate 
reserve account. Straight-line depreciation is estimated to be at the rate of 10% per 
annum computed on a monthly basis, over one-half of a month being considered as a 
full month for this purpose. 

You are required to prepare in good form: 


1. A schedule showing the balance of the machinery account and of the reserve for depreciation account as of 
December 31, 1948 on the revised basis. 

2. A schedule of gain and loss on disposal of assets during the five-year period. 

3. A computation of the corrected depreciation expense for the year 1948 on the new basis. 


You are not to consider income-tax procedures in your solution. 
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No. 2 


The P. A. R. Company, which is engaged in manufacturing a single product, uses q § 


process cost system to cost its product and to determine inventory values. 

You are to prepare a summary of costs and production for October 1949, and a sum. 
mary schedule of inventory values by departments at October 31, 1949. In costing units 
out of each department, use the first-in-first-out basis. 

The production of the company is carried on in two production departments identified 
as departments 1 and 2. However, while overhead is allocated to department 1 in total 
and is applied on a labor dollar basis to production of the department, the cost of direct 
labor is accumulated for each of two separate processes performed within the depart. 
ment, which processes are identified as A and B. Material is used at various stages of 
production as follows: Material L is placed in process at the beginning of work in de- 
partment 1 (i.e.—at the beginning of process A); material T is put into the process at 
the beginning of the second process (process B) in department 1; no material is added 
in department 2. When the production of process A reaches process B, it is mixed with 
material T. 

Costing of production is on a pound basis in department 1, but on a unit basis in de- 
partment 2. A unit has a weight of 80 pounds at the start of processing in department 
2. There is a weight loss in department 1, all of which takes place in the second (B) 
process. There is a normal loss of units in department 2 due to units being found to be 
defective upon final inspection in the department. These defective units have no salvage 
value. 

The following data cover the operations for the month of October 1949: 


Department I 


Work Work 
In Process In Process Transferred to 
10/1/49 10/31/49 Department 2 


(Pounds) (Pounds) (Pounds) 
Process B... 4,000 2,000 36,000 


During October, 25,000 pounds of material L costing $4,250 were issued to process 
A, and 12,000 pounds of material T costing $2,720 were issued to process B. 

Labor cost during October for process A was $13,832 and for process B was $14,878. 
Overhead is 100% of labor cost. Work on the inventory in process A as of October |, 
1949 had been 40% completed. The cost of material, labor and overhead had amounted 
to $1,284. The inventory in process B had been 60% completed in that process and had 
an accumulated total cost of $5,384. The inventories on October 31, 1949 were 50% com- 
plete in both processes. 


Department 2 


In department 2 there were 250 units in process on October 1, 1949, which were esti- 
mated to be 50% completed. Their accumulated cost was $70,001.20. During the month 
the cost of labor was $53,560 and overhead was applied at 150% of labor cost. During 
October, 500 good units were completed, of which 400 were transferred to finished goods 
stores. There are 160 unfinished units in the department on October 31, 1949 which are 
$ complete as to this department. 
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Solution to Problem 1 


The B. C. Manufacturing Company 
Schedule of Machinery Account and Related Reserve 
December 31, 1948 


January 1, 1944: 
September 30, 1944: 


Balances, December 31, 1944 
June 30, 1945: 

December 31, 1945—Depreciation Pete 


Balances, December 31, 1945 
June 30, 1946: 

Balances, December 31, 1946 
January 1, 1947: 

Sale of Machine #3.... 
December 31, 1947—Depreciation 


Balances, December 31, 1947. . eee, 
October 1, 1948 (See note) 

Sale of Machine #3 
December 31, 1948—Depreciation................ 


Balances, December 31, 1948 


* Red. 
Schedule of Gain or Loss on Disposal of Assets 
Date Date 
Machine Acquired Sold Cost Depreciation 
#1 1/1/44 6/30/46 $5,240.00 $1,310.00 
#2 1/1/44 10/1 /48 4,000.00 1,900.00 
#3 1/1/44 1/1 /47 4,400.00 1,320. 


Net loss on disposal of assets 


Com putation of Depreciation 
Expense for the Year 1948 


January 1, to October 1, 1948.. 
October 1, to December 31, 1948 


Depreciation expense, 1948 


Sale price. ... 


Machinery Reserve for 
Account Depreciation 
$ 5,240.00 
4,000.00 
4,400.00 
6,200.00 
$1,519.00 
$19,840.00 $1,519.00 
7,840.00 
2,376.00 
$27,680.00 $3,895.00 
9,300.00 
* 5,240.00 *1,310.00 
2,971.00 
$31,740.00 $5,556.00 
* 4,400.00 *1,320.00 
2,734.00 
$27,340.00 $6,970.00 
* 4,000.00 *1,900.00 
2,634.00 
$23 , 340.00 $7 , 704.00 
Sales Price Gain or 
Less Expense Loss* 
$4,300.00 $ 370.00 
1,200.00 * 900.00 
2,375.00 * 705.00 
*$1,235.00 
Machinery Depreciation 
at Cost Expense 
$27 ,340.00 $2,050.50 
23,340.00 583.50 
$2,634.00 
$14,505.50 
13,305.50 


$ 1,200.00 
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Solution to Problem 2 
Depariment 1 
Process A 


Inventory, October 1, 1949— 
Raw material L. 


Overhead..... 


Inventory, October 31, 1949 (Note A)... 


Transferred to Process B. 


Process B 


Inventory, October 1, 1949—60% a. 
Received from Process A 

Raw material T 

Labor...... 

Overhead... 


Inventory, October 31, 1949 (Note B).... 


Shrinkage. . 
Transferred to Department 2 


Department 2 


Inventory, October 1, 1949—50% complete. . 
Received from Department 1 

Labor. . 

Overhead... 


Inventory of Work in Process October 31, 1949 (Note C). 
Spoilage. . 


Transferred to finished goods stores. . 


Inventory of finished goods. 


Note A 
Unit costs are as follows: 
Raw material $4,250.00+ 25,000 
Labor and overhead: 
Units of work to complete October 1, inventory . 
Units added during month... 


Less units of work to be done on ending inventory (50% of 3,000)....... 


Units of work expended. 

Unit cost $27 ,664.00+ 24,700... 
Unit cost of finished goods... 
Unit cost of work in process: 


Raw material 
Labor and overhead (4 of 1. 12) 


Inventory 3,000 units at $.73...... 
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Not 
U 
Pounds Amount 
2,000 1,284.0 & 
25,000 4,250.0 
13,832.00 
27,000 $ 33,198.00 
3,000 2,190.00 
U 
4,000 $ 5,384.00 
14,878.00 
In 
40,000 $ 68,868.00 
2,000 2, 688.00 
38,000 66,180.00 
2,000 
Units Amount 
250 $ 70,001.20 
450 66, 180.00 
53 , 560.00 
80,340.00 
700 $270,081.20 
160 49 531.20 
540 $220,550.00 
40 
500 $220,550.00 
100 $ 44,110.00 
$ li 
1,200 
25,000 
26,200 
1,500 
Worl 
24,700 De 
De 
1.12 De 
Finis 
$ 1.29 
$ 
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Note B 


Unit costs are computed as follows: 
Material $33,728.00 + 36,000 
Labor and overhead: 
Units required to complete inventory 10/1/49..... 
Units added to production............. : 


Less units required to complete invtry., 10/31/49...... 


Units of work expended. 


Unit cost $29,756.00 + 36,600 


Cost of finished goods (before adjustment for shrinkage)............. 


Unit cost of work in process: 


Inventory of work in process: 
2000 units at 1.344. 


Note C 


Unit costs are computed as follows: 
Materials $66,180.00 +450. 
Labor and overhead: 
Units of work to complete inventory 10/1/49 
Units added to production. . 


Units of work to complete inventory 10/31/49 


Units of work expended. 


Unit cost—$133,900.00+515. . 


Unit cost before adjustment for spoilage. ... 


Unit cost of work in process: 
Materials........ 
Labor and overhead (2 of $260.00) 


Inventory of work in process: 
160 units at $309.57 


SUMMARY OF INVENTORIES 
IN PRODUCTION DEPARTMENTS 
Work in process: 
Department 1—Process A. 
Department 1—Process B. 
Department 2...... 
Finished goods—Department 2... 


Comment 


$ 

.813 
$ 1.750 
$ 

$ 1.344 
$ 2,688.00 
$ 147.07 

260.00 
$ 407.07 
$ 147.07 

162.50 
$ 309.57 
$49,531.20 
$54,409.20 
44,110.00 
$98,519.20 


The cost of shrinkage is all absorbed in the cost of the finished production on the theory that the work in process 


will bear its share of shrinkage cost when it reaches the finished goods stage. 
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ASSOCIATION NOTES 


E. Burt AUSTIN 


DISTRICT OF COLUMBIA 
Catholic University of America: 


W. P. Paut has left to manage the Denver 
Field Office of the Internal Revenue Bureau. 

Recent appointments include: PETER G. EVANS 
and RICHARD J. BANNAN. 

D. P. McC1ieary is offering a special course 
in parish accounting—thought to be the first of 
its kind in the country. 


The George Washington University: 


FREDERICK C. Kurtz has been added to the 
staff. 


ALABAMA 
University of Alabama: 


The department of accounting joined the 
Alabama Society of CPA’s in sponsoring on the 
campus a tax clinic with representation from 
adjacent states. 

WILLIAM WHITNEY recently addressed the 
Birmingham chapter of the Alabama Society on 
“Mutual Educational Responsibilities.” 

Recent appointments to the staff include: 
Epwin C. Cass and JAMEs E. Money. 


ARIZONA 
University of Arizona: 


ALVRED NETTLETON has taken over the staff 
duties formerly performed by MERLE Moore. 


CALIFORNIA 
University of California at Los Angeles: 


Ratpu C. Jones of Yale is a visiting professor 
for the spring semester. 

Net H. Jacosy addressed the American Insti- 
tute meeting at Los Angeles on the subject 
“‘Trends in the Interpretation of Profits.” 

IrA N. FRISBEE addressed the Stanford Uni- 
versity Graduate Study Conference on “Gen- 
erally Accepted Auditing Standards.” Howarp 
S. NOBLE served as discussion leader. 

ROLAND W. FunkK recently addressed the 
Pacific Coast Economic Association, meeting 
jointly with the American Accounting Associa- 
tion, on an appraisal of recent developments in 
accounting. 


University of San Francisco: 


KENNETH G. YounG, formerly of Loyola of 
Chicago, has been appointed instructor. 


EMMETT FRANTZ has been appointed assistant 
in the department. He is on the staff of a firm of 
San Francisco CPA’s. 


COLORADO 
University of Colorado: 


Those on the staff of professorial rank are 
serving as an advisory committee to the state 
Civil Service Commission. 

D. L. Haynie and W. A. Kruse passed the 
May CPA Examination. 


FLORIDA 
Florida State University: 


D. M. BrErcuts now heads the department of 
accounting with curriculum revised and expanded 
to offer work leading to a Master’s degree. 

Additions to the staff include: R. B. Smits, 
FINLEY E. BELCHER, ERNEST P. CLARK and 
James E. BA.Lov. A. Ross EvANs was a member 
of the summer staff. 

D. M. Betcuts conducted a special course for 
practitioners during the summer at the Univer- 
sity of North Carolina. 

A graduate short course and seminar was held 
at the University this year on costs in the citrus 
industry. 


John B. Stetson University: 


CuHarLeEs A. FISHER, formerly with the Uni- 
versity, is now Director Emeritus of the School of 
Business. 


GEORGIA 
University of Georgia: 


Homer A. Brack passed the CPA Examina- 
tion in May, receiving the Watt Silver Award 
from the American Institute for placing second 
and the Georgia Society award for having placed 
first in the state of Georgia. 


IDAHO 
University of Idaho: 


Lyte MARKHART has resigned. New appoint- 
ments include: PAut Vespa, JAMES MAsI, and 
HOWARD JENSEN. 

W. J. WitpeE recently addressed the Idaho 
Society of CPA’s. 
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ILLINOIS 
Northwestern University: 

E. C. Davis is Acting Dean of the School of 
Commerce. 

Davip HIMMELBLAU recently spoke before the 
Michigan Accounting Conference on inventory 
pricing. 

Speakers at the recent Seventh Annual Ac- 
counting Conference, sponsored by the Univer- 
sity and the Illinois Society, were: SAMUEL A. 
SoxoL on “Income Tax Privileges and Preju- 
dices’ and ALEXANDER EULENBERG on “Ac- 
counting Aspects of Foreign Currency Devalua- 
tion.” 


Southern Illinots University: 


Lewis A. BARTLEY has been appointed in- 
structor in accounting. 

Mary L. BARRON and W. R. MartrTures have 
left the staff. 

Susie OGDEN has returned from a year of 
graduate work at the University of Illinois. 


University of Chicago: 


W. J. VATTER has been appointed special 
advisor by the United States Navy in the matter 
of the functions of the Controller of the Navy. 

W. J. GRAHAM made recent speeches before 
the National Conference of Motor and Equip- 
ment Wholesalers Association and the Chicago 
chapter of NACA. 


University of Illinois: 


Paut M. GREEN is on leave of absence to 
serve as controller of ECA. 

James M. CarriTHERS has been appointed 
assistant to the head of the Department of 
Business Organization of the College of Com- 
merce. 

Rosert I. Dickey addressed the Peoria chap- 
ter of NACA on “Cost Accounting for To- 
morrow.” 

INDIANA 
Butler University: 

Wi111am F. SHos has been appointed head 
of the department. 

Recently appointed as lecturers are: LESLIE 
E. HowELL, DonaALD HARKNESS, and JouN F. 
Bowers. 


Indiana University: 
_ GEorGE Nunw has been appointed instructor 
in accountng. 


Vircit HERRING has left to go to Ball State 
College. 
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D. W. THompson has been appointed to the 
Committee on Education and the Committee 
on Taxation of the Indiana Society of CPA’s. 

D. W. THompson recently addressed the an- 
nual meeting of American Accounting Association 
on “Internship Training Program.” 

S. A. PRESSLER addressed the executives and 
supervisors of Reeves Pulley Company on “‘Con- 
trasting the Company Supervisors with the 
Small Business Man.” 


IOWA 
Drake University: 
M. B. DILtey recently addressed the Iowa 
Public Bookkeepers Service Association and the 
Iowa Industrial Training Association. 


University of Iowa: 

Recent resignations include: BRucE Brown, 
and L. SwEENEY— 
the latter to go to the University of Michigan. 

WALTER JAHN has been appointed as instruc- 
tor. 

Guy W. Trump recently passed the CPA 
Examination. 

With the recent annual meeting in Los Angeles, 
Sipney G. WINTER completed his term as presi- 
dent of the Association of Certified Public Ac- 
countants Examiners. 


KANSAS 
Wichita University: 

WitiiamM F. Crum addressed the Kansas 
Society of CPA’s on the subject of the CPA 
Examination. 

LOUISIANA 


Louisiana Polytechnic Institute: 


Leo HERBERT has made recent addresses on 
the subject of “Accounting and a Competitive 
Economy” before the Arkansas Society of CPA’s 
and the Sabine chapter of NACA in Orange, 
Texas. 

EARL DEAN BENNETT spoke to the South- 
western Business Education Association in 
Miami on ‘Co-operative Training in Business 
Education in Junior Colleges.” 

The second annual Louisiana Accounting 
Conference was held here in October. 


MICHIGAN 
A. V. Extconrn, a Detroit practitioner, has 
recently passed the CPA Examination. 
Michigan State College: 


W. B. Jencks of Ohio State University served 
as visiting professor during the fall quarter. 


|| 
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The College was host in December to the 
Michigan Accounting Instructors Conference. 
M. WILtiAms has left the staff. 
A conference of Michigan university and col- 
lege instructors in accounting was recently held 
on the campus. 


University of Michigan: 


New additions to the staff include: as instruc- 
tors, ALBERT H. COHEN, and DANIEL L. SWEENEY; 
as lecturers, MAURICE S. HAHN, SAMUEL R. 
HEPWORTH, and Davip A. THOMAs. 

SIDNEY DAvipson has left to become assistant 
professor at Johns Hopkins University. 


MISSISSIPPI 
Mississippi State College: 


Recently appointed as instructors are: B. B. 
HOLLINGSWorRTH, and L. A. ROBINSON. 

Resignations include: E. R. ScHWEIZER and 
R. S. WoFForD. 

W. W. LitTLEyouN has been elected to the 
Board of Governors of the Mississippi Society 
of CPA’s and appointed to the program com- 
mittee of the Southern States Accountants Con- 
ference. 

NEW YORK 
Columbia University: 


GARLAND C. OwENs and JoHN MILts have 
been added to the graduate school staff. 

FREDERICK E. Horn has recently been ap- 
pointed educational director for Arthur Young 
and Company. 

H. A. INGHRAM is currently on Sabbatical 
leave. 

GEORGE C. THOMPSON has recently been pro- 
moted to assistant professor in the Graduate 
School of Business. 


Long Island University: 


The Accounting Society of Long Island Uni- 
versity was host to the following lecturers during 
the fall semester: Wi~tL1AM W. WERNTz, ABRA- 
HAM A. ASOFSKY, and JOSEPH BERMAN. 

Faculty members elected to committees of the 
New York State Society of CPA’s are: LEo 
ScHLoss, Committee on Education, 
Kravitz, Committee on Admissions, and Oscar 
SuFrin, Committee on Monthly Audit. 


Syracuse University: 


Joun NETER has been appointed instructor. 
ARNOLD W. JOHNSON has been appointed 
Chairman of the department succeeding GEORGE 
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E. BENNETT who has been made professor of 
Public Accounting Practice. 


University of Rochester: 


FRANK P. SmitH has been named Chairman 
of the Committee on Testing of the Association 
of Graduate Schools, Association of American 
Universities. 

NORTH CAROLINA 
Duke University: 


MartTIN L. BLACK is on Sabbatical leave sery- 
ing as assistant controller of AEC. 

Additions to the staff include: R. L. Dickens 
and OREN 


NORTH DAKOTA 
University of North Dakota: 


T. J. CiiFForp, formerly head of the depart- 
ment, has been made Dean of the School of Com- 
merce. 

R. D. KoprpENHAUER has been elected secre- 
tary-treasurer of the North Dakota Society of 
CPA’s. 

OHIO 
University of Cincinnati: 


VERNON D. JOLLEY has left to become head of 
Business Administration at Marshall College, 
Huntington, West Virginia. 

ARTHUR W. LINKINS has been appointed in- 
structor in accounting. 


Ohio State University: 


Recent appointments include: Harry C. Lyte, 
GEORGE F. SuTTER, and ROBERT S. WASLEY. 

Recent promotions include: Horace W. 
DomiGAN, to Associate Professor, and J. B. 
HECKERT to Professor. HECKERT recently ad- 
dressed the annual accounting institute of the 
University of Richmond on cost control. 

R. Carson Cox passed the fall CPA Examina- 
tion. 

James R. McCoy and Danret M. SHONTING 
have returned to full-time teaching. 

SAMUEL R. HEPWorRTH and WILLIAM B. JENCKS 
are on leave of absence. 


Western Reserve University: 


Additions to the staff include: Frep E. ROED- 
GER, ABE L. SHUGERMAN, and CHAuNcEY M. 
BEAGLE. 

CLARENCE F. REIMER, recently promoted to 
Professor, will serve as Acting Head of the depart- 
ment during the forthcoming Sabbatical leave of 
T. M. DICKERSON. 
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Association Notes 


Xavier University: 

WALTER BEHLER has recently joined the ac- 
counting staff which now includes: GEORGE C. 
SeizER, head of the department, and ARTHUR R. 
TittonN, RussELL J. WALKER, and Epwin P. 
WINNER as instructors. 


OKLAHOMA 
Tulsa University: 

The downtown division of the University, 
recently moved into its new air-conditioned quar- 
ters, is conducting an experimental class to test 
new textual materials in common carrier pipe 
line accounting. The materials have been pre- 
pared by the four large pipe line companies having 
offices ir. Tulsa. 

OREGON 
University of Portland: 


CHARLES J. VAN ZILE has been added to the 
accounting staff. Other members of the account- 
ing faculty are: JOHN A. WIESNER, CARL JORGEN- 
SEN, PHILip LopriNzI, and A. B. PETERSCHMIDT, 
who is Dean of the College of Business Adminis- 
tration. 

PENNSYLVANIA 
Duquesne University: 

Additions to the staff include: ARTHUR A. 

Cray, Viro GrIEcO, and FRANK WRIGHT. 


RHODE ISLAND 


Rhode Island State College: 


Doris EstABROOK LEEs has been appointed 
instructor; GEORGE W. LEEs has been promoted 
to assistant professor. 


SOUTH DAKOTA 
University of South Dakota: 


Harry E. OLson was recently re-elected secre- 
tary-treasurer of the South Dakota Society of 
CPA’s in a meeting held at the University. 
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TENNESSEE 


BEN Crump, Controller of the Newspaper 
Printing Corporation of Nashville, Tennessee, has 
recently been elected president of the Institute of 
Newspaper Controllers. 


University of Chattanooga: 


MartTHA HI has resigned to go to Meredith 
College at Raleigh, North Carolina. 

James B. FoxwortH has been appointed in- 
structor in accounting courses. 


TEXAS 
Texas Christian University: 


E.tts M. SowELt recently read a paper for the 
Fort Worth chapter of the Texas Society of CPA’s 
on a testing program for schools of business. 

Hitton D. SHEPARD and Davin A. THOMAS are 
doing graduate study at Harvard University and 
the University of Michigan, respectively. 

Newly appointed to teach accounting are: 
James H. Key and BILty L. BARNEs. 


Texas Technological College: 


GEORGE HEATHER from Florida State Univer- 
sity has been named Dean of Business Adminis- 
tration. 

HASKELL G. Taytor, formerly Acting Dean, 
will resume duties as professor of accounting. 

REGINALD RUSHING is vice president of the 
Texas Association of University Instructors. 

L. E. SmirH is Chairman of the Lubbock chap- 
ter of the Texas Society of CPA’s. 


VIRGINIA 
College of William and Mary: 


Joun S. Quinn has been appointed instructor. 

Wayne F. Grsss has been appointed to the 
Committee on Education of the Virginia Society 
of Public Accountants. He has made recent ad- 
dresses before the Hampton Roads chapter of 
NACA and the Tidewater chapter of the Virginia 
Society of Public Accountants. 
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BOOK REVIEWS 


CHARLES J. GAA 


Basic Accounting. Ralph L. Boyd and Robert I. Dickey. 
(New York: Rinehart & Company, Inc., 1949. Pp. 
xv, 687, $5.00.) 


The authors of this book set forth an ambitious goal 
for themselves. As stated in the preface, “This text is 
designed primarily to provide material for a general 
course in accounting. It is especially directed toward 
use in college classes for students of Liberal Arts and 
Sciences, Law, Engineering, Agriculture, Home Eco- 
nomics, Architecture, and Journalism. It is also intended 
for the teaching of accounting to students of Economics, 
Statistics, Management, Finance, Marketing, Commer- 
cial Teaching, and other nonaccounting fields of busi- 
ness training. Nonetheless, its content is sufficiently 
technical that it may be used in elementary classes for 
accounting majors if it is supplemented by independent 
practice sets.” 

To make the material adaptable for courses of vary- 
ing lengths and to offer the appropriate combinations of 
subject matter to meet the needs of various types of 
students, the book is divided into thirteen sections, 
from one to eight chapters each: 


A. The Nature of Accounting (1). 

B. Financial Statements for Business Enterprises 
(5). 

C. Obtaining Data for Use in Preparing Financial 
Statements (3). 

D. Work of the Bookkeeper to Accumulate Financial 
Statement Data (3). 

E. Preparing the General Ledger for Use in the Next 
Period (1). 

F. Record Keeping of Detailed Information (1). 

G. Internal Control to Minimize Opportunities for 
Fraud (1). 

H. Work of the Auditor (1). 

I. Analysis and Interpretation of Financial State- 
ments (3). 

J. Cost Accounting (8). 

K. Financial Control (1). 

L. Measuring Income and Expense (1). 

M. Governmental and Institutional Accounting (1). 


In the opinion of the reviewer it is doubtful if such 
a multiplicity of purposes can be served adequately by 
any one volume short of an all-inclusive handbook. 

The authors appear to look at the content, objec- 
tives, and procedures of accounting from two major 
points of view, the enterprise (or financial) and the 
managerial. In the first of these, the functions of ac- 
counting are to record, classify, and present the finan- 
cial effects of business transactions for an enterprise, to 
measure income and other financial activities of the 
entity, and to present the results for the information of 
those persons interested in the progress of the firm. In 
the other point of view, accounting data and procedures 
are closely connected with the processes of operation 
and management of the business enterprise. From this 


angle, the major function of accounting is to serye 
managerial needs and to facilitate the attainment of 
managerial objectives. Slanted thus, the book seems to 
be most suitable for courses aimed at nonaccounting 
majors in schools of business. 

Sections A through E present the material usually 
included in the accounting cycle. However, a radical 
departure has been made from the orthodox order of 
presentation. Rather than proceeding from transaction 
analysis to the presentation of financial statements, Pro- 
fessors Boyd and Dickey have instead reversed the order, 
Financial statements are first discussed, and then, fol- 
lowing in order, the trial balance, adjustments to the 
trial balance, and transaction analysis and recording 
are taken up. As explained in the preface, “The authors 
have adopted the statement approach because they 
have found that it gives the student a good introduction 
to an understanding of accounting functions, it ac- 
quaints him quickly with accounting terminology, and 
it de-emphasizes the work of the bookkeeper. Under 
this approach, the student first learns about content, 
arrangement, and purposes of periodic financial state- 
ments applicable to the various forms of business enter- 
prise and the major concepts underlying their prepara- 
tion. He later learns the procedures by which their 
data are gathered.” 

Happily the presentation is far more than a mere 
enumeration of steps to be followed. The authors suc- 
cessfully convey the notion of accounting as a field of 
informational service, involving systematic procedures 
and analytical methods, influenced by legal and eco- 
nomic considerations and motivated by the obligation 
of full disclosure of useful information to interested 
parties. Throughout the material emphasis is given to 
the underlying problems of planning, systems develop- 
ment, coordination of activities, and control. 

In Sections F, G, H, J, and K there are developed 
areas ordinarily considered as component parts of 
managerial or administrative accounting. Unfortu- 
nately the authors have seen fit to restrict themselves in 
Section G exclusively to the subject of cash control. 

In the opinion of the reviewer, Section J, Cost Ac- 
counting, falls short of what might have been accomp- 
lished by the authors. Major emphasis is placed on man- 
ufacturing costs: accounting for the cost elements, and 
descriptions of job order, process, and standard costing 
systems. Considering the scope of the book it is regret- 
table that fuller attention is not given to such topics as 
the following: cost accounting as a tool of management, 
the nature of the cost concept, costs for managerial use, 
limitations of cost data. 

Section I is an excellent presentation of financial 
statement analysis and interpretation. The content is 
orthodox, but by means of carefully developed illustra- 
tions the reader is taken through the questions and 
thinking processes necessary in arriving at an under- 
standing of the importance and limitations of such 
techniques. 
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Section L contains one chapter entitled “Accounting 
for Income Tax Purposes.” Using the law and the regu- 
lations as a point of departure, the authors develop the 
central problem of financial accounting—income meas- 
urement—and the related problem of valuation. 
Although only forty pages are devoted to this topic 
which often is a complete course in itself, the presenta- 
tion is nevertheless entirely adequate considering the 
nature of the book. If desirable, the instructor can easily 
supplement the material with other sources. 

The section on Accounting for Nonprofit Organiza- 
tis has value for the descriptive material in it. No 
attempt is made to present journal entries outlining the 
bookkeeping involved, with the exception of those to set 
up the budget estimates and to close the budgetary 
accounts. 

This text is unusually well written. The authors have 
spared no effort in weaving into their presentation an 
abundance of charts, diagrams, and forms to enable the 
reader to understand clearly the subject matter. Es- 
pecially valuable is the use of illustrative problems in 
many of the chapters to help the reader to visualize the 
complete picture as it has been developed. At the begin- 
ning of each section there is a short summary statement 
pointing up the significant issues covered in the chapters 
that follow. 

At the conclusion of each chapter there are short 
questions and cases that the student can use to check his 
comprehension of what he has read. Sufficient problem 
material has been included at the end of the text; a com- 
prehensive instructors’ manual has been provided. If 
instructors wish their students to have more practice in 
the application of bookkeeping procedures, independent 
practice sets must be provided. 

It is the opinion of the reviewer that this work by 
Professors Boyd and Dickey is a significant contribution 
to the literature of the field. It represents an important 
step toward providing a sound textbook for courses in 
which the emphasis is less upon bookkeeping routines 
and procedures and more upon the development of an 
understanding of the usefulness and limitations of 
accounting information. 

KULLERVO LouHI 

Assistant Professor of Accounting 
University of Chicago 
Chicago, Illinois 


Elementary Accounting. Arthur W. Holmes and Robert 
A. Meier. (Chicago: Richard D. Irwin, Inc. 1949. 
Pp. xiii, 828. $5.00.) 

Elementary Accounting is a comprehensive text 
designed to meet the requirements of beginning stu- 
dents. As the authors point out in the preface, it may 
be used for an introductory course of study to be fol- 
lowed by two other coordinated texts in the Irwin Series 
of Accounting, which continues with Intermediate Ac- 
counting, and Advanced Accounting. The text may be 
used also by those students who take only one year of 
accounting, because it is designed in such fashion that 
the instructor may choose the pertinent chapters that 
best meet the particular needs of his students. 

Each of the thirty-one chapters contains questions 


Book Reviews 


209 


and problems. The questions are a combination of those 
requiring a narrative form of answer and those of the 
short problem calculation type. There are a sufficient 
number and variety of questions and problems to pro- 
vide two- or three-year alternation. The three complete 
practice sets included at the back of the book are de- 
signed for a single proprietorship, a partnership and a 
corporation, respectively. Also there are three appen- 
dixes as follows: —Accounting for Small Business Enter- 
prises, II—Special Topics, and I1I—Opportunities for 
Young Accountants. Appendixes I and II are appropri- 
ately cross-referenced to the preceding chapters. 

The first twelve chapters deal for the most part with 
basic accounting statements, records and procedures, 
beginning with a discussion of Fundamental Concepts 
and ending with a Periodic Summary which consists of a 
complete illustration of the accounting cycle. Included 
in this section of the text are chapters on The Balance 
Sheet, The Income Statement, The Ledger, The General 
Journal, Adjusting and Closing Entries, Special Features 
of Adjustments, Business Organization and Procedure, 
Negotiable Instruments, Banking and Payroll Taxes, in 
that order. The next three chapters deal with more 
advanced forms for record keeping and include such 
subjects as Controlling Accounts, Subsidiary Ledgers, 
Special Journals and Records, and the Voucher System. 

The latter half of the text treats with a variety 
of accounting material, including Partnerships, Corpo- 
rations, the Theory and Practice of Accounting Valua- 
tion and Income Determination, Cash, Inventories, 
Fixed Assets, Departmental Accounting, Cost Account- 
ing (Job Order, Process Costs, Standard Costs), Branch 
Accounting, Consolidated Financial Statements and, 
finally, Statement Analysis. 

The authors have succeeded admirably in meeting 
their twofold objective, namely, a beginning text which 
has the necessary flexibility in content to be adaptable 
for any type of one- or two-semester terminal course and 
also an introductory text which leads forward to more 
advanced accounting study. The first part of this objec- 
tive is accomplished by including a variety of subject 
materials, such as cost accounting for the use of engi- 
neering students, and interpretation of statements for 
law students. The second part of this objective is met 
by introducing briefly such subjects as Partnerships, 
Corporations, Consolidated Statements, etc., with more 
exhaustive treatment and expansions following in the 
succeeding texts. 

The reviewer is particularly impressed by the com- 
pleteness and over-all coverage of this text. This attri- 
bute makes the book an excellent one for use as a survey 
text for a one-semester or a one-year course especially 
for upper-class students. However, the reviewer is not 
convinced that the plan of an all-purpose beginning 
text is entirely sound. A beginning text for the student 
who plans to continue his accounting studies should 
lead up more gradually to the advanced material and 
should concern itself more with a development of the 
subject, with emphasis on the relationships of the parts 
to the whole. This, in the opinion of the reviewer, is a 
deficiency of this text attributable for the most part to 

the over-all plan of the authors. Although the authors 
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have written an excellent, useful text for accounting 
students, it is believed that they would have been of 
greater service if they had limited their objective to 
either one of their announced purposes. 
James M. CARRITHERS 
Assistant Professor of Accounting 
University of Illinois 
Urbana, Illinois 


Elementary Accounting. Third Edition, revised. John 
Arch White. (New York: D. C. Heath and Com- 
pany, 1949. Pp. xi, 672. $5.00.) 


The third edition of this text in elementary account- 
ing represents a substantial revision of the second 
edition of which G. H. Newlove, George C. Haynes 
and Professor White were co-authors. This edition 
includes new practice sets and problems. The text is 
intended for use in introductory courses of varying 
length and emphasis. The author recognizes in his 
preface the diverse needs which the introductory ac- 
counting course is asked to serve in many colleges and 
universities. Of these needs, the conflict between a first 
course for accounting majors and a terminal course for 
majors in areas of business administration other than 
accounting and for non-business students is of growing 
concern to teachers. As yet few schools have taken the 
view that the two needs cannot be served by a single 
course. The author of this text is apparently of the view 
that the two groups of students should not (or perhaps 
will not) be separated. 

The first unit of the book comprises fifteen chapters 
and takes the student through the mechanics of record- 
ing transactions and preparing the balance sheet and 
income statement. The student is first introduced to 
the accounting problems of a personal service business, 
and then to the complexities of a trading concern and 
to an analysis of accounting systems and procedures. 

A practice set for a sole proprietorship operating a 
wholesale supply business is available for the first 
unit. This set has the advantage of having transactions 
for two months, so the instructor can use all or part of 
it, depending upon his particular requirements. 

In the second unit of the text the author attempts 
to cover somewhat more ground than is customary in 
elementary texts. Of the fifteen chapters, two are de- 
voted to partnerships, three to corporations, three to 
balance sheet accounts, three to factory and cost ac- 
counting, one to branch and home office accounting, 
and two to the analysis and interpretation of financial 
statements. The second unit is designed to serve the 
needs of non-accounting majors, and the author suc- 
ceeds rather well in reaching his objective. In writing 
for the non-accounting major one must make a choice 
of emphasis, either in the direction of theoretical analy- 
sis or descriptive material. Professor White emphasizes 
the scope of accounting data and accounting procedures 
and provides the student with a good description of the 
problems and general procedures of partnership, cor- 
poration, home and branch, and factory accounting. 
He does a particularly good job with the difficult area 
of cost accounting, especially in the development of a 


simple practice set integrating financial accounting and 
cost accounting. 

The author seems to believe that one must learn to 
walk before he runs, and so has included little discussion 
of the accounting problems around which current con- 
troversy centers. Such things as inventory valuation, 
the basis for depreciation, the meaning of “‘profit,” 
matching revenue and expense and similar problems are 
touched lightly or ignored. The instructor, however, is 
afforded ample opportunity to supplement the text in 
those directions in which he believes further emphasis 
is needed, for he will find that the text proceeds simply 
and logically along the main corridor of accounting 
problems and procedures. If the author does not explore 
aS many interesting rooms in accounting theory as an 
instructor might like, he also resists the temptation to 
give undue emphasis to pet subjects of his own. The 
text testifies to careful and conscientious testing in the 
classroom before publication. 

LEonaARD A. DoyLe 

Assistant Professor of Accounting 
University of California at 
Berkeley, California 


Materials on Accounting. Robert Amory, Jr. (Brooklyn: 
The Foundation Press, Inc. 1949. Pp. xxiii, 781. 
$7.00.) 


The material has been arranged into four divisions. 
The first contains the introductory material, Chapter 1, 
developing the objectives of accounting and giving 
examples of corporate reports, and Chapter 2, intro- 
ducing double-entry bookkeeping by going from the 
accounting equations to the closing of the books in 23 
pages. 

The second division develops the principles involved 
in matching revenue and costs. Chapter 3 considers the 
recognition of revenue, with attention directed to the 
principle of conservatism and to the problem of defer- 
ring income to future accounting periods. Chapter 4 
presents examples of the costs that are charged against 
revenue as incurred; Chapter 5, the costs that become 
part of inventories; Chapter 6, the costs of borrowed 
capital (including refunding costs); Chapters 7 and 8, 
the costs pertaining to long term productive assets; 
and Chapter 9, the costs that are to be incurred in the 
future. 

The third division turns attention to non-operating 
transactions, including the direct entries to the surplus 
and capital stock accounts. Chapter 10 classifies the sur- 
plus elements, discusses fixes asset write-downs, and 
develops the effects of extraordinary charges and cred- 
its on income taxes. Chapter 11 discusses capital sur- 
plus, stock dividends and quasi-reorganizations and 
recapitalizations. 

The fourth division develops consolidated statements 
(Chapter 12), analysis of financial statements (Chapter 
13), and elementary cost accounting (Chapter 14— 
taken from Mason, Fundamentals of Accounting). 

Very little of the material is text written by Professor 
Amory. Instead the material is largely carefully edited 
excerpts from more or less authoritative writings on 
accounting matters. Practically no excerpts were taken 
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NUMBER OF EXCERPTS IN EacH CHAPTER 


I lil IV V VI 


VII Vil XI XII XIII XIV 


S. E. C. accounting re- 

leases 1 1 = — 1 
Institute research 

bulletins.... 2 1 3 3 1 
Regulation S-X... 1 — 
Non-utility legal cases... — 11 4 4 2 
Utility legal cases..... — 2 2 _ 5 
L.C.C. accounts for 

steam railroads...... — 2 = 
Mass. Dept. of Public 

U. S. Treasury Appeals 

and Review Memo- 

Corporate reorganiza- 

tion plans... . — 
Corporate reports and 

prosvectuses . 


bdo 
| 


13 1 


from accounting textbooks, although about a dozen of 
the more elementary of the Harvard cases on financial 
accounting have been reproduced. The main sources of 
the excerpts can be seen from the accompanying table. 

The classification of the carefully edited excerpts has 
been masterfully done. The quotations from published 
corporate reports have been well chosen. Because of the 
way the text fits into the curriculum at the Harvard 
Business School, the volume does not include materials 
on the legality of dividends, and the whole question of 
treasury stock has been omitted. While the subject of 
depreciation has been well developed, depletion was 
omitted because of space limitations. Accountants will 
wish that more of the legal cases were non-utility cases, 
although the reviewer does not think that the utility 
feature was important except in the cases in Chapter 8. 

Professor Amory has prepared a cross reference table 
of the chapters in this volume to those in Mason, Fun- 
damentals of Accounting and in Finney, General Ac- 
counting. A reasonable number of excellent short exer- 
cises involving the theoretical points under discussion 
are included. There is practically no accounting tech- 
nique in the volume except for consolidated work sheets 
in Chapter 12 and source and application of funds work 
sheets in Chapter 13. 

Practicing accountants, who should omit Chapters 1, 
2,12, 13, and 14, will find the volume an excellent means 
of studying the “authoritative” writings on ordinary 
financial accounting. Professor Amory has presented 
this “fugitive’material in a convenient form. He has 
also given references to articles in legal and accounting 
magazines which were considered particularly helpful. 

The volume was designed to be used as a supplement 
to a standard textbook on accounting in a course offered 
to law school students. The length of the combined 
texts would require many more student-hours than are 
ordinarily available, unless the students previously have 
had some accounting training. As most of the subjects 
discussed are those found in intermediate accounting 
rather than elementary accounting, the volume is rec- 
ommended as a textbook to mid-law students who have 


1 — 1 3 4 3 — — 
5 + 6 3 1 3 
+ — 1 _ 1 1 4 2 
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credit for at least nine semester hours of financial 
accounting. 
G. H. NEWLOVE 
Professor of Accounting 
University of Texas 
Austin, Texas 


Advanced Accounting. Wilbert E. Karrenbrock and 
Harry Simons. (Cincinnati: South-Western Publish- 
ing Company, 1949. Pp. viii, 535. $4.50). 


This volume is a continuation of the same authors’ 
Intermediate Accounting, which was favorably reviewed 
in the October, 1949, issue. This and Noble’s Accounting 
Principles form a three-volume correlated series. The 
coverage of the intermediate and advanced volumes as 
compared to that in Finney’s comparable texts is indi- 
cated in the table below. 

After allowing for approximately 10% smaller pages 
in Finney, material in Karrenbrock and Simons is some 
25% less than in Finney. Problems and questions 
appear at the end of each chapter and are correlated to 
the chapters; they are about 30% less than in Finney. 
The reduction in material as compared to Finney has 
not been “across the board” but represents value judg- 
ments of the authors, as apparent from the table. 

The presentation on consolidated statements, which 
is the principle subject-matter of the advanced volume, 
seemed to this reviewer to be a little uneven in quality, 
though generally good. There is an excellent discussion 
of the nature of goodwill and “negative goodwill” from 
consolidation (pp. 180, 183). The explanations of work- 
sheet eliminations are clear and well illustrated; the pro- 
cedure under the cost method of carrying the invest- 
ment account is to eliminate as at acquisition date. The 
handling of inter-company profits in inventories and 
construction (pp. 250 et seq.) is in accord with Finney 
rather than, say, Kester or Moonitz (see, for instance, 
Journal of Accountancy, September, 1947, p. 242); the 
authors eliminate the parent’s share of such profits 
against consolidated surplus and leave the balance of 
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Karrenbrock & Simons Finney 
Subjects No. of « 9% of Total No. of of Total 
Chap. Pages Pease’ Chap. Pages Pagest 
Introduction & Review; General... 3 96 9.0% 1 5 132 8.0% 1 
Current Assets + 85 8.0 I + 104 
Fixed Assets 2 43 4.1 I 3 100 6.0 I 
Other Assets. 2 54 + 98 
Liabilities. . . 1 34 ee | 1 46 2.8: f 
Corporate Net Worth. 2 61 A | 5 146 8.8 I 
Partnership & Ventures 3 82 ox i 6 130 7.9 IA 
Correction of Errors. . 1 27 ao |S 1 24 is & 
Single—entry . 1 22 ge Mention only 
Statement Analysis 2 54 4 
Application of Funds. 1 32 1 41 
Cost Accounting... 1 34 Mention only 
Installment Sales. 1 28 2G 1 32 1.9 A 
Consignments. . 1 26 ne A 1 23 1.4 A 
Agency and Branch. 1 30 28. A 1 23 1.4 A 
Consolidations. . 7 172 16.2 A 11 289 17.5 & 
Bankruptcy & Receivership 2 49 4.6 A 3 85 Si A 
Estates and Trusts. 1 32 3.0 A 2 47 2.8 & 
Governmental Accounts. 1 43 40 A 1 45 2.0 & 
Actuarial Science. 3 58 aa. 1 19 a 
Insurance... . Mention only 1 31 
Foreign Exchange. no mention 1 33 2.0 A 
Budgets... no mentiont 1 33 2.0 & 
Bank Accounting. no mention 1 18 
Stock Brokerage. no mention 1 28 1.7 A 
Total. . . 40 1062 100.0% 60 1654 100.0% 
Appendix I (statements)...... 50 — 
Appendix A (tables) 9 
Index. 10 21 
1131 1675 
JIntermediate.... 20 596 30 873) 
\Advanced.... . 535 30 802) 


* Including both text and problem material. 


t “I” and ‘‘A” indicate Intermediate and Advanced volumes respectively. 


¢ Included in Noble, “‘Accounting Principles.” 


profit in the asset and in minority interest. As to inter- 
company sales prior to affiliation, the authors agree with 
Finney in ignoring the profit (p. 258). 

In some cases it appears that the pressure to condense 
the material may have resulted in dicta which the care- 
ful instructor will want to qualify. On page 178 it is 
stated that “A consolidated balance sheet can normally 
be justified only where . . . control of the subsidiary is 
assured by the ownership of at least a majority of its 
stock.” Restriction to voting stock, and mention of 
widely-held corporations where very effective control 
may be assured by less than 51%, would seem desirable. 
On page 233 a subsidiary dividend in excess of surplus 
at acquisition date, is credited to investment account on 
the parent’s books (cost basis), with the implication 
that only that part earned since acquisition “may legally 
be declared as dividends” by the parent. This is a rather 
broad assumption as to what may be legal in numerous 
states. Again, on pp. 242-243, dividend arrearages on 
cumulative preferred stock are included: in preferred 
equity even when a deficit exists, the sum of the deficit 


and arrearages being deducted from common equity. 
Under the going-concern assumption, it seems prefer- 
able to credit arrearages to preferred only to the extent 
of surplus available. Substantial differences will result 
in the allocation of consolidated profits to minority 
interest (in a year in which the subsidiary passes from 
deficit to surplus). 

The handling of the Statement of Affairs and Reali- 
zation and Liquidation Statement is good, with some 
minor improvements in the traditional forms (chapters 
14 and 15). 

On the whole the advanced volume is not quite up 
to the high standard of the intermediate, although both 
are eminently clear and teachable. The index and table 
of contents are good, useful appendices are included, and 
instructors manuals are available. Printing, binding and 
paper are excellent. 

ARTHUR M. CANNON 

Associate Professor of Accounting 
University of Washington 
Seattle, Washington 
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Montgomery's Auditing. (Seventh Edition). Robert H. 
Montgomery, Norman J. Lenhart, and Alvin R. 
Jennings. (New York: The Ronald Press Company, 
1949. Pp. vii, 690. $6.00.) 


The seventh edition of this standard work on auditing 
represents a complete rewriting of the sixth edition. New 
chapters cover auditing standards and procedures, inter- 
nal control, and the auditor’s work under the Federal 
Securities Acts. The authors supplement their entire 
presentation with quotations from publications of the 
American Institute of Accountants, as well as from cur- 
rent rulings of the Securities and Exchange Commission 
and other regulatory agencies. Significant changes which 
have taken place in auditing since the sixth edition was 
published in 1940 are also covered. 

The first seven chapters are introductory in nature. 
Three of the seven draw heavily upon the Institute’s 
Tentative Statement of Auditing Standards. Another 
chapter entitled “Internal Control” describes the gen- 
eral nature of this topic and emphasizes its importance 
to the auditor in the construction of his audit program. 
Achapter entitled ‘““The Short-Form Report” serves to 
impress upon the auditor the responsibility of his work. 
The last chapter of the introductory material covers the 
underlying principles, current form and terminology for 
use in the preparation of the ordinary accounting state- 
ments. 

Verification of the accounts and classes of accounts is 
discussed in the next thirteen chapters, with each being 
divided into four major sections: Accounting Principles, 
Internal Control, Auditing Procedures, and Statement 
Presentation. Each section on accounting principles is 
refreshing to read, because the principles are segregated 
from the auditing procedures. The detailed procedure 
for surveying and evaluating the internal control is 
accurately and adequately described. However, the 
the major portion of each of the thirteen chapters is 
devoted to the discussion and application of auditing 
procedures. The authors have included both the how 
and why of the procedures to be used, but undue empha- 
sis has not been placed on the how. To the reviewer, this 
is significant, because he believes the wiy is equally, if 
not more important than the how. At the end of each 

of the thirteen chapters, recent presentation and disclo- 
sure trends are covered. 

The last three chapters entitled, “Consolidated 
Financial Statements,” ‘Procedures Under the Federal 
Securities Acts,” and “The Long-Form Report” serve 
to make the book a well-rounded coverage of auditing. 
Consolidations are discussed from the standpoint of 
Accounting Principles and Statement Presentation. The 
material on the Securities Acts is much more compre- 
hensive than that found in most books of this type. The 
chapter includes not only the significant portions of the 
Acts, Releases, and Rulings, but a well-written discus- 
sion of the application of these to the auditor’s work. 

Five comprehensive questionnaires for surveying and 
evaluating systems of internal control are included as 
an appendix. The following types of enterprises are 
covered: commercial and industrial firm, utility, bank 
and trust company, investment company, and stock 
brokerage firm. 


This excellent work is recommended to the public 
accountant who desires to refresh himself with the cur- 
rent thinking in his profession. The various pronounce- 
ments of the American Institute of Accountants will 
be more meaningful after he has read this book. This 
work will also serve very well as a text or reference 
material for the advanced course in auditing. 

Bruce FUTHEY 

Associate Professor of Accounting 
Michigan State College 
East Lansing, Michigan 


Basic Internal Auditing. John B. Thurston. (Scranton, 
International Textbook Company, 1949. Pp. xii. 
94. $2.75.) 


Mr. John B. Thurston has given the accounting pro- 
fession a refreshingly interesting, well written and com- 
prehensive contribution in the form of his book Basic 
Internal Auditing. Refreshingly interesting in that the 
book gives a different approach to the subject of internal 
auditing through a new format and presents fresh, new 
material not included in any previous books on the sub- 
ject. Well written in that the sentence structure and the 
paragraphing are terse yet explicit and the book can be 
read and comprehended in one sitting. Comprehensive 
in that it reviews to a great extent many of the basic 
concepts of internal auditing and yet presents many 
new and intriguing concepts without becoming a tome 
on the subject. 

The book commences with the usual discussion of the 
nature and development of internal auditing and the 
relationship of the internal auditor to the public ac- 
countant. However, interwoven into this discussion are 
some new thoughts concerning (1) the influences of the 
Securities and Exchange Commission and the American 
Institute of Accountants on internal auditing, (2) the 
joint audit program of the internal auditor and the pub- 
lic accountant, and (3) the responsibility of the internal 
auditor for uncertified statements. 

The book then advances to a discussion of the fun- 
damentals of internal auditing and control and its rela- 
tionship to managerial control. Rather than a rehash of 
many of the old concepts on this subject, one finds a 
multitude of new and interesting thoughts on such sub- 
jects as (1) methods engineering (2) job analysis, (3) 
incentives and suggestion plans, (4) the internal auditing 
department as an intelligence unit and (5) the services 
the internal auditor may render in supplying facts, 
digesting new laws and reviewing contractual agree- 
ments. 

This is followed by a discussion of the organizational, 
operational and human relations problems of the inter- 
nal auditing department. Thought-provoking subjects 
in this area cover (1) selection of personnel by tests, and 
(2) overcoming employee resentment both inside and 
outside of the department. 

Next the audit program and the reporting thereon 
are developed. Among other subjects emphasized in this 
section are (1) the development and illustrative outlines 
of departmental audit programs, (2) the usefulness of 
observation and perambulation in internal auditing, 
and (3) the design, structure and scope of a good audit 
report. 
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In the final section the author evaluates internal 
auditing for management through a presentation of its 
cost and dollar savings and its intangible benefits. 

In conclusion, it is reiterated that here is a modern, 
fresh, comprehensive and realistic presentation of basic 
internal auditing concepts which are useful not only to 
the internal auditor, well steeped in auditing procedures, 
but also to the controller, other corporate officials, man- 
agement consultants, industrial engineers, students, and 
newcomers to the field. The reviewer heartily and en- 
thusiastically recommends this book as a worthwhile 
addition to any businessman’s library. 

FREDERICK E. Horn 
Associate in Accounting 
Columbia University 
New York, New York 


Estate Planning. Joseph Trachtman. (New York: Prac- 
tising Law Institute, 1949. Pp. 170. $2.00.) 


The present edition of “Estate Planning” is one of a 
series of monographs published by the Practising Law 
Institute for the especial attention of lawyers who may 
either pursue home study courses using this and similar 
texts, or who attend regular summer sessions in New 
York City that are devoted to intensive review and con- 
sideration of problems relating to Federal Taxation, 
General Practice and Trial Practice. 

While the author declares that it is likewise addressed 
to professional collaborators who assist in estate plan- 
ning every day, he is also mindful of the needs of those 
who are only occasionally confronted with the problems 
and has endeavored to find a “satisfactory pitch for read- 
ers so diverse.’”’ The task he has set for himself is by no 
means a simple one judged by any standards, and the 
fact that the materials are compressed into a paper- 
bound booklet of only 170 pages attests to his skill in 
accomplishing his objectives. 

The revisions of the Revenue Act of 1948, especially 
the introduction of the marital deduction, have added 
to the complexities of planning the dispositions of es- 
tates, particularly large ones. Yet the reader is brought 
into and through the thickets of the statutory maze by 
careful and judicious restatements of both the Code and 
Regulations that are of significance to the specialist as 
well as the novitiate. 

Materials covered include hints and suggestions with 
respect to obtaining the facts preliminary to actual 
planning, aids in the drafting of supporting documents, 
the critical assaying of the validity of clauses which 
seek to achieve maximum marital deductions or advan- 
tages of gift-splitting, and above all a balanced and sane 
appraisal of tax savings as a dominant motive in estate 
planning. The emphasis is on the most effective disposi- 
tion of capital and the income thereof. There are times 
when possible pitfalls are indicated that might perhaps 
be deemed purely academic, but one is left with a sense 
of awareness and alertness that is both helpful and stim- 
ulating. 

Other subjects include extended comments on Life 
Insurance, Testamentary Trusts, Inter Vivos Transfers 
and Powers of Appointment. It is to be regretted that a 
topical index is not included, but obviously space did 
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not admit of that effective tool, and the table of contents 
offers a good substitute. Frequent references to other 
authors, periodicals, articles, books and texts permit 
one who is so inclined to do further research and study. 

When future editions or revisions are published, some 
improvement in typography might be in order, such as 
setting forth sections of the Code and Regulations in 
bold face type, and correction made of a proof reader’s 
error (see the reference to I.R.C. 811 (b) on page 49, 
where 826 (b) was intended). 

To the accountant the material may be perhaps a bit 
legalistic, but as a guide book and handy reference it 
should have a place in his library. 

CHARLES MELVOIN 
Partner 
Altschuler, Melvoin & Glasser 
Chicago, Illinois 


Reflections of a Revenuer. Aubrey R. Marrs. (Chicago: 
Commerce Clearing House, Inc., 1948. Pp. 160. 
$2.00.) 


Aubrey R. Marrs is Head of the Technical Staff, 
Bureau of Internal Revenue and has served with the 
bureau over twenty-five years. To a tax man of studious 
nature this little book will have definite appeal. Those 
looking for a series of anecdotes about the author’s ex- 
periences with taxpayers and their representatives will 
be disappointed. 

Among the topics discussed are assigned income, 
family partnerships and trusts, conversion of ordinary 
income into capital gains, and tax relief. Marrs’ ap- 
proach is that of a scholar and he uses numerous quo- 
tations and case references. The accountant with little 
interest in or knowledge of income taxation would find 
many parts of the book rough going. 

Although the author writes as a “‘revenuer,” he “does 
not yield to the fantasy that taxation is a blessing and 
the national debt a benefit.”” Throughout the book, in 
discussing phases of development of tax law, the au- 
thor’s sense of justice and respect for the Law is made 
evident. He shows appreciation for the taxpayer's 
viewpoint, yet points out that a ‘‘tax avoidance plan 
which casts doubt upon the integrity and sincerity of 
any branch of the Law, tends to bring the Law as an 
institution into disrepute.” 

The book opens with some historical background ma- 
terial, then traces the development of legislation and 
decisions in the never-ending contest between the tax- 
payer and his government. The author points to early 
difficulties in the Bureau’s attempts to block the efforts 
of taxpayers seeking “‘plans and devices for tax avoid- 
ance.” He says, “The Government has been required 
to fight every inch of the way in order to prevent the 
establishment of attitudes and interpretations that 
would water down the Sixteenth Amendment or mini- 
mize the yield under its enabling acts.” The author 
points to the “expanding concept of income” and the 
court’s disposition to look behind the facade of papers 
set up by the taxpayer as evidences of success in the 
fight. 

Many tax men, involved in the intricate and often 


exas' 
well t 
tax | 
A 
Acco 
(E 
1 
T 
princ 
| ness 
mary 
cedu 
The 
surv 
| 
clas 
cont 
cha 
mos 
field 
me 
inde 
tins 
sub 
coll 
all 
bus 
poli 
of 
of t 
Un 
of 
wh 
ins 
tai 
pre 
rea 
me 
pa 
do 
te 
qu 
of 
en 
an 
ail 
fa 
lie 
in 
t 
ex 
ve 
0 


tents 
other 
permit 
Study, 
, some 
uch as 
ions in 
sader’s 
ge 49, 


sa bit 
ence it 


‘icago: 
160. 


Staff, 
th the 
udious 
Those 
r’s ex- 
will 


come, 
linary 
s’ ap- 
3 quo- 
little 
d find 


“does 
g and 
ok, in 
made 
ayer's 
plan 
ity of 
as an 


d ma- 
and 
tax- 
early 
fforts 
void- 
juired 
the 
that 
mini- 
uthor 
d the 
apers 
n the 


often 


Book Reviews 


exasperating procedures of tax administration, will do 
well to stand back with Marrs and take a new look at 
tax law. 
Paut F. IcERMAN 
Lecturer in Accounting 
University of Michigan 
Ann Arbor, Michigan 


Accounting for Colleges and Universities. Clarence Scheps. 
(Baton Rouge: Louisiana State University Press, 
1949. Pp. xix, 391. $6.50.) 


The first two chapters of this book deal with general 
principles and with the organization of the college busi- 
ness office. The third chapter gives an excellent sum- 
mary of purchasing and central stores policies and pro- 
cedures in relation to university and college accounting. 
The remaining twelve chapters include a comprehensive 
survey of purely accounting material, such as classifica- 
tion of accounts, budget controls, accounting for various 
classes of funds, inventory, cost accounting, internal 
control, auditing, and financial reports. 

The main text material is generously supported by 
charts and forms. These exhibits provide one of the 
most complete collections of forms ever assembled in the 
field of institutional accounting and business manage- 
ment. Sixteen pages of bibliography furnish an excellent 
index of references to the most significant books, bulle- 
tins, articles and reports previously published on this 
subject. 

The author has so organized the material that all 
college and university administrators and personnel at 
all levels from board members, presidents and chief 
business officers, who are primarily interested in general 
policies, to staff members who find need for a “manual” 
of detailed techniques in the daily business operations 
of the institution, will find Accounting for Colleges and 
Universities a valuable and useful book. The principles 
of good accounting and good business management, 
which should guide all administrators in all educational 
institutions, are set forth clearly and concisely. The de- 
tailed procedures, which may appropriately differ con- 
siderably in their application to various institutions, are 
presented in a manner that makes them useful to the 
reader who is interested in those details. The arrange- 
ment of the text is such that the reader who is concerned 
particularly with broad general principles and policies 
does not become confused or bored by the details of 
techniques, procedures, forms and charts. 

Faculty members too will find this book useful in ac- 
quiring a more complete understanding of the functions 
of college and university business administration. The 
author states in the preface that he recognizes no inher- 
ent conflict between the business office and the faculty 
and that both are equally subordinate to the primary 
aims of the institution. Where a conflict does exist in 
fact, he suggests the intelligent solution to the problem 
lies in the exertion of greater effort toward understand- 
ing and cooperation on the part of both the faculty and 
the business staff. After more than twenty-five years of 
experience in the business management of a large uni- 
versity, this reviewer can testify that sympathetic co- 
Operation between administration and faculty is the 
only effective way of eliminating useless red tape in ad- 
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ministrative procedures and at the same time establish- 
ing the controls essential in the administration of a 
complex educational institution. In this connection the 
author’s statement in the chapter on preparation of 
the budget that the duties of the business officer are 
limited to financial considerations and are not concerned 
with questions of educational policy is inconsistent with 
his main thesis of the relations between the business 
office and the educational departments. If there is to be 
effective cooperation between faculty and business ad- 
ministration, the business officer must be an educator 
at heart, and he must always be deeply concerned about 
and interested in educational policy. 

This book offers a significant contribution in the 
field of college and university accounting and will prove 
particularly useful to persons who are concerned with 
the business and genera! administration of institutions 
of higher learning. 

A. W. PETERSON 
Vice-President 
University of Wisconsin 
Madison, Wisconsin 


Farm Accounts. F. Sewell Bray and C. V. Dawe. (Lon- 
don: Oxford University Press, 1948. Pp. ix, 146. $4.50, 
American Ed.) 


This book was written jointly by a chartered account- 
ant and an agricultural economist. It is divided into four 
chapters, with an appendix for each chapter. Its ex- 
pressed purpose is to show a farmer how to keep ac- 
counts and how to arrive at costs of farming operations, 
for management, as well as for tax purposes. 

The first chapter explains the method of setting up 
and keeping the accounts necessary for the determina- 
tion of the annual farm profit or loss on the accrual basis 
and the preparation of the balance sheet. The system is 
based on two ledgers, the private ledger for the balance 
sheet accounts and the Farm Account Book for the 
accounts classifying the profit and loss transactions. The 
Farm Account Book, which is set out in detail in Ap- 
pendix I, was devised by the Department of Agricul- 
tural Economics of the University of Bristol. The au- 
thors also suggest a Farm Cash Book as a part of the 
farm records. They illustrate in detail the opening of 
the records, the recording of transactions, the taking 
and valuation of the inventories, the computation and 
recording of depreciation, and the preparation of finan- 
cial statements. Throughout the chapter, emphasis is 
placed on the methods of keeping accurate records. 

The second chapter is devoted to farm costs and the 
use of cost data. In this chapter the accumulation of 
information for the determination of total costs and 
unit costs for seeding, plowing, crops, feeding, livestock, 
etc. is explained and illustrated in detail. This section 
contains many suggested forms. The inclusion of the 
value of the farm owner’s own labor in the cost data is 
discussed. Overhead application and the allocation of 
various Costs, such as fertilizer, to crops in the current 
and succeeding years are treated at some length. Speci- 
men forms, such as time sheets, wage books and crop 
cost report forms, are presented in Appendix II. 

The third chapter of the book, introduced by a brief 
history of English agriculture, deals primarily with the 
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cooperation of the agricultural economist and the 
farmer in farm management. It is shown how the agri- 
cultural economist can assist the farmer to realize a 
greater income if financial and production information 
is available. An important service offered the owner is 
the comparison of his production and costs with stand- 
ards that have been developed for similar farms and 
products. Most of these standards are based upon 
averages. 

The last chapter of the book explains the relationship 
between the professional accountant and the farmer. It 
is pointed out that the professional accountant can assist 
the farmer in the installation of an accounting system, 
in determining profits and costs, and in the solution of 
tax problems. It is suggested that the professional ac- 
countant can also advise the farmer as to the amount of 
profits which should be retained in the form of institu- 
tional savings to cover replacement of equipment at 
higher price levels, deferred repairs, etc. This section 
also draws attention to the special treatment accorded 
certain farm animals for tax purposes. 

The early part of the book is actually a manual, and 
some farmers would not have too much difficulty in 
following the suggested procedures. But, for most farm- 
ers, the procedures outlined for determining costs would 
be too complicated. Although the book was written for 
English farmers, some parts of it would apply to a 
farmer in this country. Obviously, an American farmer 
would not be interested in their income tax provisions. 

W. J. FLEIG 

Professor of Accounting 
Ohio State University 
Columbus, Ohio 


Parish Accounting Rev. Dumas Leon McCleary, C.S.V- 
(Washington: The Catholic University of America 
Press, 1948. Pp. xii, 173. $2.) 

This is a doctoral dissertation presented by Rev. 
Dumas Leon McCleary, a Cleric of St. Viator, to the 
Faculty of the School of Social Science of the Catholic 
University of America in partial fulfillment of the re- 
quirements for the degree of Doctor of Philosophy. 

The purpose of this treatise is very practical: to study 
the task of parish accounting in light of the require- 
ments of the annual report to the bishop of the diocese 
and to make suggestions as to how this task can be most 
efficiently and completely achieved. “The legal code of 
the Roman Catholic Church requires the pastor of each 
parish to keep an accurate record of receipts and ex- 
penditures and to submit each year a financial report 
his local Ordinary” (p. 1). The bishops generally pre- 
scribe the form of the annual report but often make no 
prescriptions as to the accounting records, leaving such 
to the ingenuity of each pastor, who, more times than 
not, is without accounting training. This fact, along 
with the dearth of any important literature in this field, 
makes evident the need and practical value of this study. 

The author’s suggestions, which make up the major 
part of the dissertation, take the form of two proposed 
parish accounting procedures, one essentially a single- 
entry system (designed primarily for pastors with little 
or no knowledge of accounting principles and proce- 
dures) and the other a double-entry system (for pastors 
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with knowledge of accounting). These bookkeeping 
systems (the author calls the first ““A Modified Double 
Entry System” and the second “A Complete Double 
Entry System”) are well designed, presented and il. 
lustrated. 

While this treatise is primarily addressed to Catholic 
parish and diocesan personnel, it is not without general 
interest to all concerned with or interested in account- 
ing for parish activities. For, evidently, the accounting 
principles and many procedures and activities involved 
will be the same, regardless of religious affiliation. A 
brief statement of the structural content of the treatise 
is as follows. Part I deals with the various types of 
annual reports required and the present methods of 
providing information for these reports. (Here Chancery 
Office personnel will find of particular interest the pres- 
entation of the results of a survey of fifty diocesan an- 
nual reports.) Part II deals with the two proposed ac- 
counting systems. Part III considers other records kept 
by the pastor or church organizations where such rec- 
ords are kept separate and apart from the regular parish 
books. Part IV contains illustrated forms used in connec- 
tion with the discussion of the proposed systems. 

This treatise is very logical and orderly in its develop- 
ment, appropriately implying that “order is heaven's 
first rule.” We are glad to recgmmend this work to all 
who may be interested and particularly to diocesan 
Chancellors. 

Joun W. McManan 
Professor of Economics 
Allegheny College 
Meadville, Pennsylvania 


Elementary Cost Accounting. Revised. George Hillis 
Newlove and S. Paul Garner. (Boston: D. C. Heath 
and Company, 1949. Pp. xii, 756. $5.50.) 


The present book, a component of the Heath Ac- 
counting Series, is a first revision of the 1941 edition 
which was itself the successor of an earlier text by the 
senior author. 

An objective of this text, as expressed in the preface 
to the first edition, is to simplify the study of cost ac- 
counting for students who have had only one course in 
financial accounting. The revised edition also recog- 
nizes “... the fact that cost accounting for the past 
several years has been going through one of its most 
dynamic evolutionary periods . . . ” with emphasis now 
placed more than ever upon providing management with 
cost control data. This edition therefore “‘ . . . stresses 
in several places the cost procedures, techniques, and 
theories which are integral parts of the control func- 
tion....” In determining scope and contents, the au- 
thors in this as well as the first edition have considered 
primarily the requirements of those who will study cost 
accounting formally for one term only, although they 
state that the text can be adapted to use in institutions 
having advanced courses. It will be recalled also that 
many of the topics covered in the first edition were 
decided upon only after considering the opinions of sev- 
eral hundred instructors. 

The approach and structure of both editions are 
identical. After an introductory chapter, the job order 
method is presented in general outline in Chapter 2 
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(Cost Ledgers, Journals, and Factory Orders) and Chap- 
ter 3 (Subsidiary Cost Ledgers and Records). The six 
chapters which follow are used to explain the detailed 
procedures and problems of accounting for material 
(Chapter 4), labor (Chapter 5), and burden (Chapters 
6, 7, 8, and 9). The latter subject is developed at con- 
siderable length, approximately 145 pages. The next 
three chapters, about 104 pages, describe process cost 
accounting directly. Related and additional topics are 
covered in the remaining chapters: 


Chapter 13—Accounting for Scrap, Salvaged Goods, 
By-Products, and Co-Products 

Chapter 14—Class, Assembly, and Foundry Costs 

Chapter 15—Inventory Difficulties and Complexi- 
ties 

Chapter 16—Distribution Costs 

Chapter 17—Cost Reports, Summaries, and Control 


The elements of standard cost accounting are explained 
in an appendix in this as in the first edition. In the au- 
thors’ opinion, this topic should be reserved for study in 
advanced courses. One hundred and seventy-nine pages 
of class exercises and problems are provided, including a 
job order practice set integrated with Chapters 4 
through 8, for which special forms are available. 

Major changes made by the revised edition are: (1) 
the introduction of a new section on the flexible budget 
in Chapter 9; (2) the greatly expanded coverage of 
process cost accounting in Chapters 10, 11, and 12; (3) 
the introduction in these chapters and elsewhere of 
additional illustrative examples, and quotations taken 
principally from publications of the National Associa- 
tion of Cost Accountants; and (4) an increased quantity 
of class exercises and problems. 

Differences of opinion may quite reasonably and 
desirably exist, in reference to this edition, as to: (1) the 
relative usefulness of the job order approach; (2) the 
need for the expanded coverage of the process method in 
an elementary text, made necessarily at some sacrifice 
of coverage of other topics; and (3) the relegation, as 
in the first edition, of the discussion of standard cost 
accounting to the appendix, despite the authors’ ac- 
knowledgment of management need for current cost 
control data. Some instructors may believe, as does this 
reviewer, that the area of cost analysis, as distinct from 
formal cost procedure, merits attention even in an in- 
troductory book, simply because many cost students do 
not go on to more advanced courses. However, many in- 
structors will recognize that, within the limits set for 
themselves, the authors have written an informative 
and useful text. 

C, W. SARGENT 
Professor of Accounting 
Dartmouth College 
Hanover, New Hampshire 


Management Planning and Control (A Managerial ap- 
proach to Industrial Accounting). Billy E. Goetz. 
(New York: McGraw-Hill Book Company, 1949. Pp. 
x, 294. $3.75.) 

The author’s purpose in this book is to derive a 
theory and practice of accounting which will give man- 
agement more effective aid in solving its problems than 


can be obtained from conventional accounting methods. 
From his academic studies and his extensive practical 
experience the author has skillfully woven a presenta- 
tion of what management needs from accounting, how 
conventional accounting fails to satisfy these needs, 
and how these deficiencies may be remedied. His many 
examples drawn from practice help to clarify and to 
emphasize his points. The student will find of particular 
interest the three detailed examples of managerial 
planning in specific problems: plant location, economic 
lot size, and pricing policy (Chapter 9). 

The extensive footnotes and the list of related read- 
ings at the end of each chapter, together with the 
author’s comments on many of the books listed, will be 
helpful to the serious student of accounting and man- 
agement. 

Professor Goetz takes the viewpoint that accounting 
“is the tool of management, and its perspective should 
be that of management” (page 39). He finds much to 
criticize adversely in traditional accounting and states 
that it seriously limits the usefulness of its financial 
statements by omitting several classes of liabilities 
(“sales commitments, interest not yet accrued but 
promised under enforceable contracts, and obligations 
assumed under a valid lease” (page 51)). He also takes 
accountants to task for ignoring changes in price 
levels (pages 60, 61). His strongest criticisms are aimed 
at traditional cost accounting and are summarized in 
one of his own sentences in the following fashion: 
“Because it is misconceived, is misdirected, and attempts 
the impossible, traditional cost accounting is at ence 
overelaborate, inadequate, and misleading” (page 137). 
Professor Goetz’s criticisms are quite pointed, as shown 
by the following examples. In discussing the allocation 
of burden to jobs and products, he writes, “Many texts 
(all that I have examined) and much practice (all that 
I have seen) attempt to allocate supervisory expense 
without any reference whatever to the ultimate man- 
agerial problems for which data are being so expensively 
prepared” (pages 128, 129). On page 131 he writes, 
“The cost reported as ‘rent’ by typical cost accounting 
systems is irrelevant and misleading.” The author goes 
goes into detail to show where and why he feels tradi- 
tional cost accounting methods are deficient. 

The author’s basic philosophy is expressed on page 1, 
as follows: “Records should not be kept to ascertain 
costs: costs should be ascertained to solve specific man- 
agerial problems. The first view regards costs as abso- 
lutes, as single-valued truths accessible to the book- 
keeper. The second regards costs as relative, as true 
only within a given frame determined by a managerial 
problem, i.e., by a purpose in a situation.” The author 
contends that simple proportional divisions of tradi- 
tionai cost accounting followed by allocations and re- 
allocations (on arbitrary or doubtful bases) do not 
provide data appropriate for managerial use in planning 
or controlling operations. He points out that manage- 
ment’s job is to make choices between different types 
of equipment, different plant locations, alternative 
processes of manufacture, buying or making each part 
in the company’s product, etc. To arrive at intelligent 
decisions in these problems it is advisable to formulate 
alternative programs, together with the cost of each 
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program, as an integrated whole. This requires the use 

of incremental, replacement, or opportunity costs, de- 

pending on the circumstances, rather than on the his- 
torical averages of traditional cost accounting. 

To set up the records which will enable managers to 
obtain meaningful costs, Professor Goetz has three 
basic rules governing the initial recording of data 
(pages 137-139): 

1. “Do not merge nonhomogeneous items.” 

2. “Do not divide and prorate or allocate homo- 

geneous elements.” 

. “Do not merge income or expense items pertaining 
to different departments, processing centers, or 
operations unless they originate as discrete 
quanta.” 


w 


The author then illustrates the application of these 
rules to the various elements of cost. The system in- 
volves a large number of small, detailed accounts from 
which relevant figures may be drawn to obtain signifi- 
cant totals to aid in the solution of different problems 
as they arise. 

Even those who may feel that the author somewhat 
overestimates the all-round usefulness of his proposed 
method as against conventional cost accounting will 
probably agree that this book is stimulating. This re- 
viewer considers it a noteworthy contribution to the 
field of cost accounting and one which should prove 
valuable to managers, practicing accountants, and 
teachers and students of cost accounting and of manage- 
ment. 

Rosert I. DicKEY 

Associate Professor of Accounting 
University of Illinois 
Urbana, Illinois 


Depreciation. Eugene L. Grant and Paul T. Norton, Jr. 
(New York: The Ronald Press Company, 1949. 
Pp. xii, 472. $5.00.) 

While nothing short of a Congressional investigation 
can settle some aspects of the depreciation question, 
every serious contribution to the subject is welcomed 
by all concerned. This book by Grant and Norton sum- 
marizes and brings to date much that has been written 
in recent years, and also presents the conclusions of the 
authors on many important aspects of depreciation. 

Four parts, together with appendices, comprise the 
volume. 

Part I deals with “Some Fundamental Aspects.” In 
it are discussed the significance of depreciation to 
business and government, the meanings of depreciation, 
and property retirement. 

Part II discusses the treatment of depreciation in 
accounting, with special reference to the taxation of 
income. Here are considered the various methods of 
depreciation accounting. Detailed attention is given to 
statistical treatment of average service life. The straight- 
line method is discussed in detail, and some little- 
understood features of it are explained and illustrated. 
Fixed property records come in for detailed considera- 
tion, also methods other than straight-line are con- 
sidered. The central idea of the authors, in so far as the 
income tax is involved, is that more depreciation should 
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be allowed in the early service life of assets through the 
application of the reducing balance method, through 
the use of some form of the multiple straight-line method 
or by application of the straight-line method so as to 
write off cost over, say, two-thirds of the average esti. 
mated service life. 

Part III is entitled, “Some Business Problems Re. 
lated to Depreciation Accounting.” Here economy 
studies are considered, and methods of measuring the 
value differential between new and old assets explained, 
Problems resulting from changing price levels are re- 
viewed somewhat briefly. 

Part IV, “‘The Public Viewpoint,” treats of deprecia- 
tion as one of the important factors in our national 
economy. The authors believe that our present treat- 
ment of depreciation leads to technical stagnation 
which will result ultimately in a reduction of govern- 
ment revenue. Proposals are made for the progressive 
treatment of depreciation. 

This reviewer believes that delay in replacement of 
plant and equipment is as much the result of exhaustion 
resulting from two world wars as it is the result of the 
wrong technical treatment of depreciation. This seems 
to be especially well illustrated in English experience 
wherein there has crept the paralyzing effect of delay 
in replacements, notwithstanding the common use of 
the reducing balance method of depreciation. 

This book is well documented, well written, and well 
published. This reviewer noticed only one typographical 
error (line 2, page 351). Depletion might have been 
discussed somewhat more fully, and it seems that the 
treatment of depreciation as an element of overhead in 
cost accounting has been somewhat neglected. The 
fact that, at best, depreciation expense is an estimate 
does not lessen its importance as a component of cost 
of output. Bulletin “F” does not undertake to throw 
light on this, but, having indicated what rates are ac- 
ceptable, leaves it to the manufacturer to determine 
how the depreciation for the period shall be allocated. 
Clearly, this is an important matter from the point of 
view of those who must aim to make profits in competi- 
tive markets. 

A. SALIERS 
Professor of Accounting 
Louisiana State University 
Baton Rouge, Louisiana 


Office Management and Control. George R. Terry. 
(Chicago: Richard D. Irwin, Inc., 1949. Pp. xvi, 
808. $5.00.) 


Anyone interested in the field of office management, 
whether student, office manager, supervisor, or general 
executive, will find in this book an interesting and au- 
thoritative discussion of all phases of the problem. As 
the author has expressed it, ‘The dominant thought 
throughout has been to develop an understanding of 
and to focus attention upon, the successful performance 
of necessary office activities and to provide office serv- 
ices to the rest of the organization within reasonable ex- 
penditures of time, effort, and money.” Throughout the 
five parts of the book, the author has been consistent 
in his approach to the problem following the scientific 
management path. 
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In Part I the reader is introduced to the field of 
office management and has the area clearly defined, in- 
cluding its historical background. Basic management 
approaches receive a clear presentation covering con- 
ventional, observational, systematic, and scientific 
management. The scientific management approach is 
carried through a presentation of the principles of re- 
search and standardization. 

Part II escorts the reader through a review of the 
basic principles of organization, including an adequate 
presentation of organizational charts and types of or- 
ganizations. This is followed by consideration of the 
office manager’s place in the organization and the ad- 
vantages of centralization and decentralization of office 
services. 

Physical facilities are considered in Part III, includ- 
ing location layout, working conditions, office furniture 
and equipment, and office machines. Numerous il- 
lustrations help the reader to secure a concrete concept 
of each phase. These illustrations are well selected and 
up to date. At no time does the reader feel that the au- 
thor has padded his book with pictures; there is an ex- 
cellent balance, enough but not too many. 

The general nature of office work as evidenced in the 
various service departments, mailing, correspondence, 
filing, reception, intercommunication, etc. is not fully 
discussed until half-way through the book. This is also 
true for form design. However, each part of this book 
is able to stand by itself, so the order in which the 
material is read may vary with the needs of the reader. 
The writer has brought in from the manufacturers il- 
lustrative material in order to clarify points in the dis- 
cussion. Although the general subject matter covered in 
Part III and in Part IV has been presented by various 
other authors, this writer has managed to bring in a 
freshness and a vitality that will cause a renewed inter- 
est to be developed in the various aspects of office work 
and environment. 

All angles of the personnel problem will be found in 
Part V. Job analysis and job evaluation, salary ad- 
ministration, selection and training, office safety, and 
office unions receive a comprehensive coverage. The 
office supervisor is clearly identified and office super- 
vision is well discussed; the reader is made to realize the 
importance of human relations in the office. 

Approximately twenty-five per cent of this book is 
in Part VI, where managerial control of office output is 
considered. It is in this section that we find the author’s 
gieatest contribution to the field of office management. 
The reader is given techniques for research and charts 
as guides as he proceeds on the path of scientific man- 
agement to his destination of procedure improvement. 
Simplification, measurement, and standards of work are 
given a thorough coverage. The author is consistent in 
his scientific management approach as he develops the 
fundamental principles of research, standardization, 
control, and cooperation. 

The case problems presented at the end of each chap- 
ter of this book give the users an opportunity to exer- 
cise the theory accumulated in the discussion. Anyone 
interested in office management will find that this au- 
thor has given a stimulating treatment of the subject. 
Frequent footnotes and an excellent bibliography should 
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entice the reader to keep on the trail of scientific man- 
agement as applied to the office area. 
ERNESTINE C. DONALDSON 
Professor of Management 
University of Minnesota 
Minneapolis, Minnesota 


Business and Government. Charles C. Rohlfing, Edw. W. 
Carter, Bradford W. West and John G. Hervey. 
(Brooklyn: The Foundation Press, Iuc., 1949. Pp. 
xii, 808. $5.50.) 


In attacking such a broad subject the authors of 
this book were faced with the problem of content and 
space. Their selection and grouping of topics within the 
field provides a wide range of coverage, but at the ex- 
pense of detail. The style of the book is such that it 
has appeal for two types of readers. Since it is written 
to a great extent as a narrative of events, not always in 
chronological order, it has appeal to the layman who 
wishes to familiarize himself with the development of 
relations between business and government. For the 
student it provides background against which the in- 
structor will probably find it necessary to fill in with 
more detail. 

The book begins with an introduction to the legal 
framework of American society. The first four chapters 
are particularly well done and are by far the best chap- 
ters in the book. This introduction, however, casts the 
atmosphere of the book into the general field of consti- 
tutional law. The authors state in their preface that 
they “have continued their policy of disregarding arti- 
ficial distinctions between Economics and Political 
Science:” So far as this reader is able to determine from 
the content of the book, it means that the economic 
aspects of government and business relationships have 
been ignored almost entirely. For one who deals with the 
administration of public policy as it concerns economic 
problems this treatment is highly inadequate. 

The discussion of the anti-trust and fair trade laws 
within a space of fifty-six pages !Jeaves much to be 
desired. The chapter entitled ‘‘Eniorcement of Com- 
petition” deals primarily with the Sherman Act as 
amended by the Clayton and Miller-Tydings Act. The 
discussion proceeds as though competition is a concept 
easily and precisely definable. Such treatment, while 
adequate from the viewpoint of constitutional law, 
certainly fails to come to grips with many of the prob- 
lems involved in the regulation of competition and the 
control of monopoly. Mention is made but no discussion 
follows the question as to whether the advantages of 
large scale economic activity with its monopolistic 
characteristics should be recognized and policy cast in 
that role or whether the policy of breaking up large 
business for the sake of maintaining competition (in the 
sense of a large number of small units) should be pur- 
sued. On page 147, in a paragraph entitled ‘‘Criticism 
of Courts Not Justified,” the authors tend to place 
responsibility for confusion as to public policy toward 
monopoly and competition upon the lack of clarity in 
the laws. May such confusion not equally be due to the 
tendency of the courts to fail to recognize the complex- 
ity of the concept of competition in modern society? 
This problem is not discussed. Another serious omission 
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in the discussion of this topic is the failure to consider 
the basing point system. 

The treatment of agriculture is rather skimpy. More 
emphasis could have been placed upon the effects of the 
changes in the law following the close of the second 
World War. While some amendments are mentioned, 
they are not analyzed. In spite of these specific criti- 
cisms, the book is among the better of the very few 
books in this field. The authors have done remarkably 
well within their limitations of space, and the time spent 
by either student or layman in reading its pages will be 
well worth while. 

C. BRADFORD 
Professor of Economics 
Northwestern University 
Evanston, Illinois 


Corporate Finance and Regulation. Chelcie C, Bosland. 
(New York: The Ronald Press Company, 1949, Pp. 
viii, 529. $4.25.) 


In effect, Professor Bosland presents here two books 
in one. Chapters I through XVI comprise the materials 
of corporation finance organized in traditional outline. 
The discussion begins with the forms of business 
organization and proceeds, as might be expected, 
through stocks, bonds, promotion, typical financial 
plans, security sales, security regulation, financial 
policies, and failure. 

Consideration of growth, combination, and concen- 
tration serves as a transition to what turns out to be 
the second book, represented by chapters XVII through 
XXI. Here is presented the trust problem, monopoly 
regulation, and regulatory trends. 

This two-pronged presentation is aimed to help 
students “acquire an intelligent and composite under- 
standing of the financial policies of the modern business 
corporation” and to “perceive some of the problems 
and methods of government control of trusts and 
‘natural monopolies.’ ” (p. v.) 

Essentially corporation finance can be taught from 
two points of view. Students may consider corporate 
problems from the working side of management’s desk 
or from the observer’s platform. The distinction is be- 
tween how things are done and what is being done or 
between participation and observation. In this book 
the reader seldom participates in the actual operating 
procedures of corporate management or government 
regulation. More specifically, some students probably 
would find difficulty organizing a real corporation or 
actually promoting a new enterprise on the basis of the 
descriptions in Chapters IV and VII. 

Teachers of corporation finance are developing a new 
perspective which, for want of a better term, might be 
called ‘‘the working capital approach.” Students are 
encouraged to participate in the financial affairs of 
business enterprise in direct contrast to the observa- 
tional “social approach.” The new viewpoint leads to 
new conceptions of corporate problems, even in the 
area of regulation. 

On this basis, one cannot fail to note the interde- 
pendence of finance and accounting. Useful accounting 
concepts are largely absent from this book. For example, 


illustrative balance sheets and income statements are 
not used. Especially is this a serious omission in the 
chapters on financing operations and dividend policy, 

The author contends, “Completeness and detail must 
be sacrificed to obtain ... breadth of scope. But the 
cost is not too great.” (p. v.) The cost could be pro- 
hibitive. In trimming the hangnails, Professor Bosland 
has removed the whole finger. 

Reference to the index plus cross check of the text 
revealed little discussion of such important ideas as 
book value, net worth, balance sheet, income statement, 
cash budget, security yields, and refunding, to mention 
only some. Though the Securities and Exchange Com- 
mission appears in reference qui > often, we are never 
told directly which federal statute provided for its 
organization. 

There is room for some cheer. The discussion of 
rights of common stockholders is thorough. For the 
person who wishes a quick survey, much material is 
available. Yet, such hasty proceeding is dangerous, for 
one might learn the words of finance without the tune. 

Bette? results appear in the chapters on corporate 
regulation. However, the point of view, as far as it can 
be sensed, is quite disturbing. What seems to be an 
impartial and proper professorial presentation, at times 
reads more like a plea for the status quo. Progressive 
ideas are not abundant, e.g., ““No one but the national 
planner with autocratic powers can assure survival of 
the inefficient firm, and to do so it is necessary to 
eliminate economic freedom.” (p. 290.) 

“There seems to be no conclusive proof that [T. V. A] 
navigation benefits have been worth what they cost; 
... that a multiple-purpose project is the most effec- 
tive for controlling floods, or that the development of 
farm fertilizers could not have been worked out better 
in other ways, or that the attractive and useful recre- 
ational area could not have been provided for other- 
wise, or that large federal spending of money, raised 
elsewhere, for the benefit of a particular area is sound 
public policy.” (p. 499.) To many who live in the 
Tennessee Valley, this is the voice of inexperience. 

Other faults are evident, such as the misunder- 
standing of whose baby was the NRA (p. 361) and the 
unblushing use of such emotionally charged terms as 
“bureaucratic control,” “government encroachment,” 
““‘Holice state’ methods,” “healthy business climate,” 
“sound fiscal measures,” and “sense of stewardship.” 

Though the student is supposed to achieve perspec 
tive concerning typical corporate problems, alternatively 
he could acquire a pretty bad case of financial astig- 
matism. 

Kari A. BOEDECKER 
Associate Professor of Economics 
University of Tennessee 
Knoxville, Tennessee 


Business Law—Text and Cases. Gerald O. Dykstra and 
Lillian G. Dykstra. (New York: Pitman Publishing 
Corporation, 1949. Pp. xxiii, 1181. $7.75.) 


This work successfully integrates text materials and 
case excerpts into a comprehensive, authoritative 
presentation of Contracts, Agency, Corporations, 
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Bailments and Innkeepers, Sales and Negotiable Instru- 
ments. This result has been accomplished with unstilted 
style and literary simplicity, which lessens rigorous 
reading, without omission of fundamentally complex 
subject matter. The examples, definitions, classifica- 
tions, and digests employed within the text material 
devoted to the hundreds of sub-topics adequately pre- 
pare the reader for a meticulous penetration into the 
case excerpts especially selected for complementary 
study. The numerous cases further substantiate the 
concepts set out in the text portions and offer the 
advantages of the rationale of the courts’ opinions in 
establishing, adopting or distinguishing rules of law. 
As the authors explain, the modern businessman is 
frequently confronted with the particularities of legal 
phraseology; and by study of actual case decisions, he 
can more confidently comply with the requirements of 
the law in the operation and management of his busi- 
ness. 

Among the 300 cases from which the excerpts are 
drawn and carefully interspersed within the text ma- 
terial, the authors have chosen (a) numerous celebrated 
cases, usually found in most law-school case-books, or 
(b) many recent cases (decided within the last 35 
years) which cite celebrated cases. These cases are 
famous because of their clarity of language and sound- 
ness in principle. The authors have admirably avoided 
the entanglements of conflicting theories and on most 
points have adhered to the prevailing general rules of 
law. Of course, many cases have probably been chosen 
from various jurisdictions with the design of making 
the book more nationally attractive to prospective 
adopters. But this causes no detraction since, in most 
instances, the theme of the majority rules is retained. 

Special credit should be directed toward Part V, 
Bailments and Innkeepers, because the immense ma- 
terial there embraced is not found in most comparable 
business law books. Many other business law books 
only treat Bailments incidentally with Contracts, 
differentially from Sales, or auxiliary to Property; and 
though the discussion of Bailments is included in con- 
junction with these other subjects within this book, 
the reliability of the subject matter is accented in 
detail through 250 pages of the separate division. 

This writer believes this work, however commendable 
the acclaim, is not beyond reproach. Although the study 
of actual cases is extensively helpful, the effectiveness 
of this work would not be reduced by eliminating a few 
duplicitous cases, which seem unnecessarily repetitive 
in purpose, or by digesting such cases within the text- 
material. 

The authors have intentionally omitted Partnerships 
for the reason that college students are familiar with 
this field by the time they ordinarily undertake Business 
Law. This position would be more tenable and feasible 
if a separate, general treatment of Torts had been 
included in Part I, Introduction, and a brief compara- 
tive and differential analyses between Partnerships and 
Corporations had been presented at the beginning of 
Part IV on Corporations. 

Among other functions an introduction to Business 
Law should be designed to orientate the study toward 
the individual subjects that follow and away from cer- 


tain other subjects. The introduction to this book does 
not achieve this goal. An explanation of the field of 
Criminal Law and its basic differences from private 
business law is not given. A general survey of Business 
Torts and Principles would prove valuable preparatory 
to their application within the six subjects. Probably, 
the authors believe that this is adequately satisfied by 
the inherent interrelationship of the subjects, but there 
seems to be more facility in presenting Torts as separate 
subject matter in addition to treating some of its prin- 
ciples as they arise in connection with other subjects. 

In addition to the numerous references to the Uni- 
form Laws’ sections within the text material covering 
Negotiable Instruments and Sales, a composite copy 
of both uniform laws would add to the use of the book 
for reference purposes. 

At the end of each chapter, problems for discussion 
are included which contain facts from actual cases. 
Not only are they helpful in reviewing and checking 
the students, but they lend to the atmosphere of prac- 
ticality so often lost by use of hypothetical questions. 
A 144 page answer book containing solutions by the 
courts to these problems is separately published, evi- 
dently with no comment by the authors as to other 
possible solutions. 

Unfortunately space does not permit a detailed dis- 
cussion of minor criticisms. Generally an evaluation of 
a book should be fortified with particular reasons, but 
a review in such style of six distinct legal subjects is 
difficult to compress and yet afford justice to subject 
matter. In general, however, the authors have sub- 
mitted a notable contribution to the field of Business 
Law which is becoming saturated with mediocre texts. 
Of course, they have confined their book to the limita- 
tions of the above-mentioned six subjects, thereby 
rendering this work inadequate for a Business Law 
curriculum that requires other legal subjects. In con- 
sideration of the purpose and aims of the authors, this 
writer believes this work is outstanding. There is no 
book available at this time that excels this one in a 
coverage of any or all of these six legal subjects. The 
book is excellently bound, and the large print and ample 
marginal spacing add to its ease of readability. 

GLENN LAUGHLIN 
Instructor in Business Law 
Oklahoma A & M College 
Stillwater, Oklahoma 


Business Law. Thos. Conyngton and Louis Bergh. 
(New York: The Ronald Press Company, 1949. 
Pp. xxii, 866. $5.00.) 

This text is the fourth edition of a standard work on 
business law. It was written originally by Thomas 
Conyngton, late of the New York Bar, and Louis O. 
Bergh, presently adjunct professor of the law of com- 
merce and finance, New York University. This revision 
is the work of Mr. Bergh. 

The text adopts the now usual method of presenta- 
tion of business law subjects, a combination of legal 
rules and principles set forth in paragraph form and 
cases decided by the courts which illustrate the prin- 
ciples so stated. Each illustrative case is incorporated 
in, or immediately following, the paragraph which ex- 
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plains the principle of law upon which that case was 
decided. This proximity of text and illustrative case 
offers the student such correlation of precept and ex- 
ample as to enable him to obtain, and retain, a well- 
rounded understanding of the point involved. The 
cases are selected carefully and include many recent 
decisions as well as some of the old time honored 
“leading” cases. In addition, the cases are diversified 
to include decisions from most of the state and federal 
courts, as well as some English courts. 

Most of the chapters in the book end with a collec- 
tion of from six to twelve cases which have been de- 
cided by the courts. The facts of each case are presented 
in detail but the legal question involved and the court’s 
decision are not given. The decisions are contained in a 
teacher’s manual which accompanies the text. The 
purpose of this treatment of the cases is to encourage 
the student to frame the issue and to reach the proper 
decision for himself. The reviewer’s experience with 
students leads him to doubt the value of this method 
unless the students are required to report on these 
cases, either verbally or in writing. This may be the 
thought the author has in mind. Otherwise it seems 
that hypothetical cases presented by the instructor in 
class, can accomplish as much or more than the cases 
cited, as hypothetical cases can be varied easily by 
adding or changing facts informally as the discussion 
progresses. Most students are somewhat less than 
eager to frame issues and work out decisions for them- 
selves in the absence of what may be described as 
vis major. 

A number of legal forms are illustrated in the text 
which are of great value to the student’s understanding 
of legal rules. The author has listed those states which 
have adopted the various uniform acts which comprise 
much of the material to be studied in business law. 

Three of the chapters are devoted to federal regula- 
tion of business, which may not be excessive in view 
of the importance of the subject. There are two, or 
parts of two, chapters that merit special mention. A 
part of one chapter gives practical answers to many of 
the questions encountered in the drawing of a contract, 
and one chapter discusses the responsibility of ac- 
countants and issuers of financial statements. The basic 
subjects usually found in business law texts are pre- 
sented adequately. 

The book is a modern treatment of business law 
principles, with emphasis on the practical application 
of law to business. 

Pau C. ROBERTS 

Associate Professor of Business Law 
University of Illinois 
Urbana, Illinois 


Legal Aspects of Business. Harold F. Lusk. (Chicago: 
Richard D. Irwin, Inc., 1949. Pp. xvi, 815. $5.) 


Several good general works are now available in 
business law. Legal Aspects of Business rates in the top 
group, both as an undergraduate textbook and as a 
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valuable source of information for the young busine 
executive. This work is a stream-lined version of 
author’s older book on business law, but it is a 
considerably more than that. Valuable new mat 

has been included, particularly in court procedureJ 
crimes, torts, and corporations. Instructors who folle 
the traditional pattern of presenting in their one-yeag# 
course in business law only contracts, agency, salega 
and negotiable instruments may be critical of an 
tempt to cover as many fields as Lusk presents. Man 
teachers today, however, are attempting to give stus: 
dents of business a comprehensive picture of all fields” 
of law which may impinge in any substantial way upony 
their later economic activities. Obviously, danger of” 
sacrificing depth of subject exists, and a line of balance 
will be drawn in accordance with the point of view of | 
the individual teacher. The chapter on evidence, treat. 7 
ing in fifteen pages a rather complicated subject, i+ 
lustrates the danger of attempting to cover too many | 
aspects of law in a single volume. If used effectively in 7 
a college course, it should be supplemented by more | 
lectures than can be given without too great a sacrifice’ = 
of other subject matter. 3 

One of the most interesting and useful fields of 
law for the business manager today is the law of cor 7 
porations. In three substantial chapters, the author has 
developed the history and more basic principles of the 
general corporation. A chapter on partnerships pre ~ 
cedes this subject, and chapters on public utility corm 
porations and municipal corporations follow it. An ¥ 
amazingly large number of basic corporation matters 
are presented in terms easily understood by readers 
who have had no legal training. They run from the 
nature of a corporation, its creation, and its powers 
through proceedings of directors and shareholders, the 
stock structure, reorganization, and dissolution. The 
section on wlira vires transactions, which effectively 
presents the points of principal interest to the lay 
reader, illustrates the up-to-date manner of treating 
corporate problems. 

Of considerable value to the business student are 
the questions, problems and cases found at the end of 
each chapter. They constitute an effective teaching aid 
in classes small enough to permit discussion of cases. 
To most students no field is more interesting than law, 
and discussion of cases is the center of that interest. 

On the whole, Lusk has attained in substantial 
measure the objective of his book, namely to present im 
one volume the basic principles of law and their meaning 
to business students and other laymen. Presentation is 
in simple terms; the college student who follows the 
episodes of Archer and Burch in their encounters with 
legal problems should have an interesting and valuable 
experience. He will be aided also by a very good glos- 
sary of legal terms and by an appendix which contains 
the Uniform Sales Act, the Negotiable Instruments 
Law, and the Uniform Partnership Act. 

CLAUDE W. STIMSON 
Lecturer in Business Law 
University of California 
Los Angeles, California 
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